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MiddfeEast 
What  happens  now 
with  the  peace  process? 
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European  telecoms 
Brutal  price  wars 
foreshadow  shakeout 
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Euro*»ns  policy 
Failing  to  Group  to 
global  responsibilities 
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WORLD  NEWS 


Washington  seeks 
to  delay  EU  ruling 
on  aircraft  noise 


US  administration  officiate  sought 
to  (May  today's  vote  in  the  Euro- 
pean partement  on  a regulation 
to  restrict  the  use  of  noisy  air- 
craft inside  European  Union  air- 
space. US  and  Canada,  Page  6 

Cook  sees  Kosovo  progress 

British  foreign  secretary  Robin 
Cook  said  he  hoped  that  three- 
quarters  of  the  peace  negotia- 
tions over  the  Serb  province  of 
Kosovo  could  be  completed  by 
the  weekend.  Europe,  Page  2 

Rome  unready  for  extra  visitors 
ThB  Italian  government  is  cur- 
rently far  from  equipped  for  an 
extra  25m  people  it  expects  to 
visit  Rome  next  year  to  cele- 
brate 2,000  years  of  Christen- 
dom. Page  14 


Cancer  victims  denied  court  action 
Lung  cancer  victims  hoping  to 
sue  two  UK  tobacco  companies 
were  told  by  a judge  in  London 
that  many  of  them  had  started 
legal  proceedings  beyond  the 
time  limit  for  court  action. 
Britain,  Page  9 

Metalworkers  stage  warning  strftu 
German  metalworkers  staged 
warning  strikes  as  their  trade 
union  representatives  met 
employers  for  talks  aimed  at 
ending  a national  wage  dispute. 
Europe,  Page  3 


Lisbon  threatens  to  block  reforms 
Portugal  said  it  might  block  an 
agreement  on  Agenda  2000,  the 
European  Union's  plan  for 
spemfing  reform,  unless  a for- 
mula was  found  to  spare  the 
country  sharp  cuts  in  regional 
aid.  Europe,  Page  2 

Executives  hide  from  Serb  police 
Executives  of  a US-owned  Bel- 
grade pharmaceuticals  company 
nationalised  by  the  Serbian  gov^ 
eminent  hid  from  police  as  Inves- 
tigations continued  against  Milan 
Panic,  US  head  of  the  parent 
company  and  an  opponent  of 
President  Slobodan  Milosevic. 
Europe,  Page  2 

Duty  free  move  aider  attack 
Health  groups,  retaflero  and  ra9 . 
companies  attacked  attempts  to 
reprieve  duty  free  sales  within 
the  European  Union.  Europe,  . 
Page  2 

S Africa  In  $5fan  anna  pnrdiesa 
South  Africa’s  plans  to  buy 
R30bn  ($5bri)  of  weapons  from 
European  manufacturers  should 
be  completed  by  mJd-year, . 
defence  minister  Joe  Mediae 
said.  World  trade,  Page  7 

ManQs  plans  separatist  (trace  tabs 

PhWppfae  president  Joseph 
Estrada  plans  to  hold  peace  talks 
with  a Moslem  separatist  move- 
ment in  the  country’s  southern 
region  of  Mindanao.  Recant  fight- 
ing has  toft  30  people  dead  and 
80,000  displaced.  Aate-Pwdflc, 
Page4 

UK  truck  safes  feU 
Registrations  of  new  commercial 
vehicles  in  the  UK  fell  by  more 
than  11  per  cent  year  on  year  In 
January,  industry  figures  show. 

n.ja  ■■  fTrarara  ft 

wnam,  rifl®  ° 

tanar  London  tops  wealth  table 
Inner  London  has  replaced  Ham- 
burg as  the  European  Union's 
wealthiest  region  in  the  latest 
ranking  from  Eurostat,  the  EU’s 
statistical  service.  Europe, 

Page  2 


BUSINESS  NEWS 


Mobilcom  announces 
ninefold  increase  in 
earnings  to  $144m 


MobHcom,  new  entrant  to 
Germany's  feeraBsed  telecom- 
munications sector,  announced  a 
ninefold  increase  In  1998  pre-tax 
eemings  to  DM250.5m  (€128m. 
$1 44.6m).  Companies  and 
finance,  Page  Ifig  Lax,  Page  14; 
European  companies,  Page  18 

USA  networks  owner  Barry  Dflter, 
who  runs  the  Home  Shopping 
Network,  snapped  up  Lycos, 
leading  US  internet  company,  to 
create  a powerful  new  e-com- 
merce group.  Companion  and 
finance,  Page  16;  Lex,  Page  14 

SmtthNlne  Baecham  surprised 
markets  with  a series  of  mea- 
sures, including  disposals  and 
restructuring  of  manufacturtog 
operations,  as  it  laid  out  ambi- 
tious growth  targets  for  the  need 
three  years.  Companies  and 
finance.  Page  15;  Lex,  Page  14; 
SB  plays  softtasre,  Page  21  . 

Network  Solutions,  registrar  of 
internet  domain  names  In  the  US, 
launched  the  largest  stock  issu- 
ance ever  by  an  internet  com- 
pany, with  a secondary  stock 
offering  valued  at  nearly  $780m. 
US  companies.  Page  18 

Manrih  Financial,  Canadian 
insurance  company,  and  Japa- 
nese fife  assurer  Daihyaku  Mutual 
we  to  set  up  a joint  insurance 
company  in  Japan.  Asia-Pacific 
companies.  Page  17 

Foreign  investors  led  by  Hong 
Kong’s  New  World  Development; 
Soros  Quantum  Fund  and  Mor- 
gan Stanley  wffl  today  announce 
the  acquisition  of  Golden  Land, 
Thai  property  developer.  Interna- 
tional companies.  Page  20 


China  delayed  approval  for  a 
US$480m  joint  venture  between 
Sweden's  Volvo  Truck  and  a 
local  partner  because  of  concern 
about  overcapacity.  Asia-Pacific 
companies.  Page  tZ 


NKK,  Japanese  steel  oompany, 
warned  It  was  unfflniy  to  meetttr 
profits  forecast  Mamafional 
companies  Page  20 


South  Korea1*  22  commercial 
banks  reported  a record  com- 
bined toss  off  Wonl4,480bn 
($12J3bn)  for  1996  after  writing 
off  debts  to  troubled  conglomer- 
ates, Asia-Pacific  companies, 
P«geT7 


Nomura  Securities,  Japan's 
largest  broker,  estimates  that 
about  5 per  cent  of  Its  bond 
transactions  for  (Sants  have  been 
conducted  at  secretive,  non-mar- 
ket prices  in  reoent  weeks.  Asia- 
Pacific  news,  Page  4;  Back  to 
the  wafl.  Page  17 


AT&T,  of  the  US,  and  British 
Tate(»mn7iutications  chiefs  are  to 
meet  to  discuss  ways  of  Jointly 
extending  their  International  wire- 
leas  businesses.  US  companies. 
Page  18 


Staafineo,  Scandinavian  pup  and 
paper  group,  confirmed  it  had 
suspended  plans  to  set  14)  a 
$1.5bn  pulp  plant  In  Brazil.  Euro- 
pean companies.  Page  16 
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Tensions  rise  as  China  builds 


up  missiles  aimed  at  Taiwan 


By  Tony  Walter  and  Stephen  Htfler 
m wnumgam . 


CMna  has  sharply  increased  its 
deployment  of  missiles  aimed  at 
Taiwan  in  a move  Kkeiy  to  raise 
tensions  in  the  region  and 
strengthen  calls  in  Washington 
for  Taiwan's  Inclusion  th  a 
US-backed  regional  missile 
defiance  system. 

The  Chinese  '•  military  has 
stationed  ISO  to  200  M-9  and  M-ll 
irrfffiriTpn  in  }ts  southern  regions 
aimed  at  Taiwan.  It  plans  to 
fncrpime  the  number  to  650  mis- 
siles over  the  matt  several  years, 
according  to  srilitazy  analysts  in 
Washington  privy  to  a classified 
Pentagon  report. 

A senior  administration  official 
said  the  build-up  risked  heighten- 


ing fayriA"11  in  the  region.  China 
“couldn't  assume  that  a contin- 
ued missile  build-up  in  south-east 
China  will  go  unanswered”. 

China  had  30  to  50  short-range 
ballistic  ™t«riigfi  in  its  southern 
areas  in  139546  when  it  launched 
the  M-9  mtagflas  into. waters  off 
Taiwan,  prompting  President  Bill 
Clinton  to  send  two  US  aircraft 
canter  task  forces  to  the  area. 

The  reported  escalation  of 
China's  mtesHe  capability,  com- 
ing before  a planned  visit  to 
Washington  in  the  spring  by  Zbn 
Rongji,  the  Chinese  premier,  Is 

amergfag  as  a sfflious  foreign  pol- 
icy headache  for  the  Clinton 
administration.  It  is  causing 
sharp  differences  within  the  US 
government  over  an  appropriate 
response.  The  Department  of 


Defence  Is  said  to  favour  a stron- 
ger show  of  support  for  Taiwan, 
hut  the  State  Department  and 
National  Security  fear  risks  to 
Washington's  growing  “co-opera- 
tive strategic  partnership"  with 
Beijing. 

The  Pentagon  and  Mr  Clinton's 
foreign  policy  advisers  are  wran- 
gling over  the  wording  of  sepa- 
rate Pentagon  reports  due  to  be 
sent  to  Congress.  One  deals  with 
issues  raised  by  missile  defence 
systems  in  Asia  to  defend  Japan, 
South  Korea  and  Taiwan,  and  the 
other  looks  at  the  cross-strait 
military  balance. 

Bates  GIB,  a proliferation 
expert  at  the  Brookings  Institu- 
tion, said  the  Pentagon  studies 
would  mark  the  “first  round  of 
what  la  going  to.be  a very 


lengthy  and  sensitive  ftnpftuTXfa- 
tion  with  CMna  about  theatre 
migtfifr  defence”,  adding;  “The  US 
side  is  trying  to  be  extra  cautious 
about  how  this  first  salvo  Is  ban- 
died. The  administration  wants 
to  avoid  at  all  costs  the  broader 
relationship  being  held,  hostage 
and  undermined  by  a single 
issue." 

Congress  is  already  sensitive  to 
thp  issue  of  fiHnwy  missile  pro- 
liferation following  the  report  of 
a congressional  committee 
chaired  by  Representative  Chris- 
topher Cox.  It  found  that  China 
systematically  over  many  years 
had  stolen  US  military  secrets, 
including  those  relating  to  guid- 
ance systems  for  rockets. 


Rabstag  the  stakes,  Page  4 


BREUER  SEEKS  SETTLEMENT  OF  HOLOCAUST  ACTION  TO  SAVE  BANKERS  TRUST  TAKEOVER 


Deutsche 
warns  US 
lawsuits 
may  halt 
bank  deal 


By  Tony  Barter  In  Frankfurt, 
and  John  Anthers  and 
Bfchanf  Wofffr  to  New  York 


The  rhah-man  of  Deutsche  Bank, 
Rolf  Brener,  yesterday  tried  to 
increase  the  pressure  for  early 
settlement  of  Holocaust-related 
US  lawsuits  against  his  hank  by 
suggesting  that  a delay  might 
prompt  It  to  withdraw  fium  its 
SlOhn  purchase  of  Bankers  Trust 

Bat  campaigners  said  talks  to 
resdtve  fhe'&sue  were  now  prb- 
ceeffiug  wdL  Israel  Singe:,  secre- 
tary general  of  the  World  Jewish 
Congress,  described  talks  earliff 
this  week  as  a “breakthrough”, 
while  Edward  Fagan,  a lawyer 
who  has  made  several  outspoken 
attacks  on  the  German  banks, 
praised  the  German  government 
for  its  courage. 

However,  Alan  Hevesi,  the  New 
York  city  controller  who  coordi- 
nated last  year's  sanctions  cam- 
paign against  Swiss  banks  over 
the  Holocaust  issue,  nsade  it  (dear 
he  wanted  to  retain  the  option  of 
hinrWng  the  merger. 


V 


Deutsche  Batik  chairman  Rolf  Brawn  he  has  warned  UwrttWny  In  the  $tObn 
Bankers  Trust  deal  ootad  make  it  'econamlcaly  unreaeonaUe1 


Last  week.  Deutsche  published 
documents  showing  it  had  helped 
finance  the  building  of  Ausch- 
witz. Mr  Breuer  then  went  to  the 
US,  accompanied  by  German  gov- 
ernment officials,  for  lengthy 
talks  at  the  State  Department 
with  representatives  of  Holocaust 
victims. 

Referring  to  Deutsche's  agreed 
Bankers  Trust  purchase,  Mr 


Breuer  said  yesterday:  “If  there 
were  to  be  delays,  then  of  course 
there  are  natural  economic  limits 
to  that  From  a certain  delay 
period  onwards,  the  acquisition 
of  Bankers  Trust  becomes  eco- 
nomically unreasonable.”  The 
deal  would  be  the  biggest  ever 
foreign  takeover  of  a US  financial 
institution. 

Mr  Breuer,  speaking  on  Ger- 


man television,  said  Deutsche 
should  not  face  ever-widening 
claims  of  compensation  merely 
because  its  internal  investiga- 
tions had  iincartbpfl  fresh  histori- 
cal evidence 

Without  giving  further  details, 
Mr  Breuer  said  such  discoveries 
were  “definitely  not  the  last  reve- 
lations of  this  kind”.  But  he  aUri 
they  should  not  detract  from 
Deutsche's  right  to  maftp  its  busi- 
ness plans  in  the  certainty  that  it 
would  not  face  new  legal 
challenges. 

Deutsche  wants  the  purchase 
to  Ite  completed  by  the  end  of 
June  at  the  latest 

The  negotiations  for  settling 
the  issue  now  centre  around  a 
joint  fund,  which  would  include 
contributions  from  German 
industrial  «irwpanies  as  well  as 
banks.  It  would  be  administered 
by  the  German  government  with 
two  rider  statesmen  as  presidents 
and.  an  international  body  of 
trukees. 

No  figures  have  yet  been  dis- 
cussed in  the  talks,  which  all 
participants  stress  is  “only  at  the 
beginning  of  a process”.  How- 
ever, US  lawyers  have  made  It 
plain  that  they  expect  "a  multiple 
of  biEians  of  dollare"  to  be  placed 
in  the  fund. 

Dresdner,  another  bank  which 
has  been  sued  in  the  US,  is 
understood  to  be  willing  to  join 
the  fund,  but  only  once  it  was 
sure  that  this  would  give  it  pro- 
tection against  the  US  class 
action  lawsuits  which  have  been 
filed  against  It 


Salt  Lake 
officials 
‘tried  to  hide 
games  vote 
dealings’ 


By  Christopher  Farias  In  Las 
Angelos,  Patrick  Harmsoo  k> 
London  and  Tku  Bart  to  Stodthote 


The  main  Sah  Lake  City  officials 
Implicated  in  the  Winter  Olym- 
pics scandal  made  concerted 
efforts  to  hide  their  alleged  cash- 
for-votes  dealings  from  their 
superiors,  according  to  the 
results  of  a local  ethics  commit- 
tee inquiry  published  yesterday. 

Although  the  board  of  the  com- 
mittee that  hid  for  the  2002 
games  could  have  been  more 
watchful,  the  report  said,  its 
members  were  not  blamed  for  the 
excesses  of  Tom  Welch,  David 
Johnson  and  Craig  Peterson  who 
handled  the  Md  finances. 

The  ftmAnga  appeared  to  leave 
many  questions  unanswered  and 
failed  to  draw  a line  under  the 
events  that  led  to  Salt  Lake's 
selection  in  1995  and  the  recent 
turmoil  which  has  resulted  in 
wfrw»  resignations  from  inter- 
national Olympic  Committee, 
which  chooses  locations  for  win- 
ter and  summer  gaww»R- 

Mflte  Leavitt,  governor  of  Utah, 
said  the  ethics  report  was  incom- 
plete because  the  Investigating 
panel  had  no  powers  to  summon 
witnesses,  and  some  of  those 
involved  in  the  bid  committee's 
workings  had  refused  to  be 
interviewed. 

Robert  GfirfE,  rh  airman  of  the 

Salt  Lake  Organising  Committee 
now  preparing  for  the  20 02 
games,  said  cash  payments  aiyi 
disbursements  for  scholarship 
frmds  for  relatives  of  IOC  mem- 
bers and  other  alleged  induce- 
ments were  not  documented. 

No  one  argued  that  the  hid 
committee’s  job  was  to  gain  IOC 
votes  for  the  city,  but  “direct  pay- 
ments to  IOC  members”  were  not 
part  of  the  plan,  said  Mr  GaxfL 

Elsewhere,  the  repercussions  of 
the  corruption  scandal  continued 
to  reverberate  when  the  Dutch 
government  announced  that 
Crown  Prince  Willem  Alexander, 
the  heir  to  the  throne  in  the 
Netherlands,  was  suspending  his 
association  with  the  IOC  until 
the  organisation's  congress  next 
month. 

In  Stockholm,  the  Swedish  gov- 
ernment said  it  would  review 
rules  cm  grant  aid  to  wort  follow- 
ing allegations  of  financial  irreg- 
ularities in  Stockholm’s  bid  to 
host  the  2004  Olympic  games. 


EU  suggests  aid  cut 
for  well-off  farmers 


By  Mfcfcad  Smifli  in  Brussels 


Most  European  Union  countries 
have  signalled  support  for  an 
unprecedented  cut  in  aid  to 
well-off  farmers,  which  could 
lead  to  more  radical  reform  of  the 
EU’s  farm  subsidy  system  than 
expected. 


Responding  to  wTi«  for  finan- 
cial rigour,  the  European  Com- 
mission, the  ED’S  executive,  this 
suggested  reducing  direct 
payments  for  the  richest  third  of 
fanners  by  3 per  cent  a year. 

A majority  of  the  IS  EU  govern- 
ments at  talks  in  Brussels  on 

Vlmwlay  plgM.  twHraitpri  fhfty  enp- 

part  payment  cuts  car  want  to  dis- 
ease them  farther  - a signal  that 
they  eventually  are  likely  to 
accept  a redaction. 

The  cats,  to  be  implemented  in 
stages  from  next  year,  would 
enable  EU  governments  to  freeze 
farm  spending  after  37  years  of 
aftwagfe  untotezrupted  growth. 

“It  is  difficult  to  see  an  alterna^ 
tive,”  a diplomat  from  one 
country  framally  opposed  to  pro- 
gressive payments  cuts. 

“Finance  ministers  have  said 
tiny  want  to  stabilise  spending, 
and  cuffing  payments  is  perhaps 

the  only  way  to  achieve  that  and 
command  the  support  of  the 
majority". 

The  cuts  would  be  part  of  a 


wide-ranging  reform  of  the  EU’s 
common  agricultural  policy 
(CAP),  which  costs  about  €40bn  a 
year  accounts  for  nearly  half 
EU  spending. 

The  reforms  are  expected  to 
Include  deep  price  cuts  and 
would  enable  the  union  to 
expand  to  the  east  and  increase 
exports. 

Direct  payments  - made  to 
farmers  to  compensate  for  cuts  in 
guaranteed  prices  - could 
account  for  more  than  80  per  cent 
of  the  CAP  budget  after  the 
reform. 

Guy  Legras,  the  commission’s 
farms  director-general,  outlined 
the  commlssUm’s  thinking  after 
France  joined  the  campaign  for 
payment  cuts.  Other  supporters 
include  the  UK.  Sweden  and  Den- 
mark and  probably  Germany. 

Mr  Legras  said  the  aid  cuts 
should  apply  only  to  farmers  who 
received  direct  payments  of  more 
than  65,000  a year. 

Under  this  plan,  67  per  cent  to 
73  per  cent  of  EU  farmers  would 
not  see  any  reduction  in  direct 
payments. 

By  2006,  savings  would  amount 
to  nearly  €2L5fan  a year,  although 
about  a quarter  of  this  would  be 
redirected  to  rural  development 
About  four  fifths  of  the  CAP  bud- 
get goes  to  about  20  per  cent  of 
farmers. 
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Cook  cautious  on  Kosovo  talks  success 


By  David  Buchan  In  RambouIUet 


Robin  Cook,  the  British 
foreign  secretary,  said  yes- 
terday he  hoped  that  three- 
quarters  of  the  peace  negoti- 
ations over  the  Serb  prov- 
ince of  Kosovo  could  be  com- 
pleted by  the  weekend,  while 
cautioning  against  expecta- 
tions of  any  miracle. 

Mr  Cook  yesterday 
weighed  into  the  talks, 
alongside  Hubert  Vedrine, 
his  French  opposite  number, 
warning  both  sides  against 
sidetracking  the  negotia- 
tions. 


Former 
French 
PM  goes 
on  trial 


By  Sainer  tskandar  in  Paris 


The  unprecedented  trial  of  a 
former  French  prime  minis- 
ter  and  two  ministers  in  his 
government  began  yesterday 
with  protestations  of  inno- 
cence and  an  order  for  five 
witnesses  who  had  previ- 
ously refused  to  testify  to 
appear  in  court. 

Laurent  Fabius,  prime 
minister  in  1964-1986  under 
President  Francois  Mitter- 
rand, Georgina  Dufoix,  then 
social  affairs  minister  and 
Edmond  Herve,  health  min- 
ister at  the  time,  are  accused 
of  manslaughter  and  endan- 
gering the  lives  of  others  by 
allegedly  delaying  the  intro- 
duction of  HIV  testing  on 
blood  donated  for  transfu- 


sions. 

Mr  Fabius  said  yesterday 
he  expected  “the  trial  to 
both  respect  [the  victims'] 
suffering  awrf  establish  the 
truth".  "For  years,  not  a sin- 
gle day  went  by  without  my 
thinking  about  [the  victims] 
and  their  pain,”  he  said. 

Mr  Herve  said:  “T  assume 
responsibility  for  my 
actions,  and  I state  my  inno- 
cence." 

In  1985,  Mr  Fabius's  gov- 
ernment allegedly  delayed 
HIV  testing  in  order  to 
favour  a French  test  over  a 
rival  American  product.  The 
former  ministers  are  also 
accused  of  authorising  the 
distribution  of  blood  they 
knew  to  be  contaminated 
with  HIV,  the  virus  that 
causes  Aids. 

Christian  Le  Gunehec, 
president  or  the  Court  of  Jus- 
tice of  the  Republic  (CJR),  a 
special  court  created  in  1993 
to  try  government  officials 
for  offences  committed  while 
in  office,  ordered  the  testi- 
mony of  five  witnesses, 
Including  Michel  G arietta, 
the  former  head  of  the 
national  blood  transfusion 
agency  (CNTS). 

The  five  have  been  - or 
are  still  being  - tried  in  a 
normal  court.  They  also 
include  Jean-Pierre  Allain.  a 
researcher  at  the  CNTS,  and 
Jacques  Roux,  an  official  at 
the  health  ministry,  who 
were  convicted  alongside  Mr 
Garretta  in  a 1993  trial.  The 
other  two.  currently  under 
formal  investigation,  are 
Claude  Weisselberg,  a for- 
mer adviser  at  health  minis- 
try, and  Bahman  Habibi,  a 
former  CNTS  official. 

Mr  Garre tta’s  testimony  is 
thought  to  be  crucial  in 
establishing  whether  the 
government  knew  it  was 
authorising  transfusions 
with  contaminated  blood. 

Fran  poise  Toubol-Fischer, 
a lawyer  representing  Mr 
Weisselberg,  said  her  client 
could  not  be  made  to  testify 
before  the  CJR  because  he 
was  involved  in  separate 
proceedings  related  to  the 
case.  The  trial  is  expected  to 
last  at  least  three  weeks. 
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The  two  foreign  ministers, 
who  are  co-chairmen  at  the 
talks,  told  the  Kosovo  Alba- 
nians they  could  only  get  the 
Nato  peacekeeping  force 
they  desired  by  playing  their 
part  in  reaching  a full  agree- 
ment on  interim  autonomy 
for  Kosovo  within  Yugo- 
slavia. 

The  mediators  have  also 
made  clear  they  do  not  wish 
to  be  sidetracked  by  the 
Serbs'  push  for  a prelimi- 
nary accord,  in  which  the 
Albanian  separatists  would 
promise  to  respect  the  unity 
of  Serbia  and  Yugoslavia. 


Mr  Cook  said  he  hoped  the 
two  delegations  could  be 
brought  face  to  face  by  this 
weekend. 

So  far,  mediators  have 
held  parallel  talks  with  each 
side.  However,  Serbs  and 
Albanians  have  met  in  the 
dining  room  and  corridors  of 
the  French  presidential 
chateau  in  RambouIUet,  in 
an  atmosphere  described  as 
"civilised  but  not  cordial" 
after  the  year-long  conflict 
in  the  province. 

Mr  Coeds;  Mr  Vedrine  and 
their  colleagues  in  the  six- 
nation  contact  group  of 


mediating  countries  are  due 
to  review  progress  in  the 
talks  this  weekend. 

If  there  is  a prospect  of 
final  agreement  the  talks 
could  be  extended  into  next 
week,  while  in  the  worst 
case  of  total  breakdown  Nato 
might  carry  out  Its  threat  of 
bombing  Yugoslavia. 

However,  Nato  is  thought 
to  be  unhappy  about  some  of 
the  tactics  of  the  Rambouil- 
let  mediators,  who  want  to 
get  a poUtical  agreement 
before  tackling  sensitive 
security  issues.  Nato  is  anx- 
ious to  start  finalising  its 


plan  for  a peace  force  to 
implement  a settlement  as 
soon  as  possible . 

Chris  Hill,  the  US  envoy" 
leading  the  mediation 
efforts,  said  yesterday  that 
the  mediators  wanted  "to 
nail  down  a political  agree- 
ment on  what  Kosovo  will 
look  like  over  the  next  three 
years",  the  intended  dura- 
tion of  interim  autonomy. 
He  said  they  would  prefer  to 
“leave  the  security  issues 
until  later". 

An  official  at  Nato,  which 
next  week  will  start  putting 
together  detailed  plans  for 


nearly  30,000  peacekeeping 
troops,  said  *h-ii  the  organi- 
sation wanted  a greater  role. 

“We  very  much  want  to 
get  our  hands  on  the  mili- 
tary annexe"  being  dis- 
cussed by  the  contact  group, 
he  said,  so  that  ‘we  can 
shape  K". 

Nato  "will  not  be  merely 
the  principal  supporting 
actor  in  this,  but  a key  ele- 
ment", be  said. 

Nato  recognises  Mr  Hill's 
in  not  wanting  to 
spring  military  issues  on 
Serb  negotiators  so  early  In 
the  RambouIUet  talks. 


Executives  flee  police  in  Belgrade 


By  Guy  Dtemore  in  Belgrade 


Senior  executives  of  a 
US-owned  Belgrade  pharma- 
ceuticals company  national- 
ised by  the  Serbian  govern- 
ment were  yesterday  hiding 
from  police  as  Investigations 
continued  against  Milan 
Panic,  the  US  head  of  the 
parent  company  and  an  out- 
spoken opponent  of  Presi- 
dent Slobodan  Milosevic. 

Mr  Panic,  chairman  of  ICN 
Pharmaceuticals  Inc,  the 
California-based  parent  com- 
pany quoted  on  the  New 
York  Stock  Exchange,  can- 
celled plans  to  fly  to  Bel- 
grade after  aides  warned 
him  he  might  be  arrested. 

Serbian  police  seized  con- 
trol of  the  pharmaceuticals 
complex  on  Saturday,  a day, 
after  the  government 
announced  unilaterally  it 
had  taken  a majority  stake 
in  ICN  Yugoslavia,  formerly 
the  biggest  fa  reign-owned 
company  in  Serbia. 

Three  vice-presidents  of 
ICN  Yugoslavia  were  held  by 
police  for  a second  day  after 
raids  on  their  homes.  A 
fourth  official  was  detained 
when  police  searched  the 
offices  of  NP  Holding,  a pri- 


vate company  owned  by  Mr 
Panic.  Ljubisa  Rakic,  a for- 
mer general  manager,  can- 
celled a press  conference. 
ICN  sources  said  he  was  in 
hiding  along  with  other 
executives. 

James  Rubin,  the  US  State 
Department  spokesman, 
denounced  the  takeover  of 
the  US-owned,  company,  link- 
ing it  to  Mr  Milosevic’s  deci- 
sion to  send  a delegation  to 
France  to  take  part  in  peace 
talks  on  Kosovo  province. 

"The  fact  that  this  take- 
over occurred  at  the  same 
time  as  peace  talks  opened 
indicates  that  Milosevic  has 
not  abandoned  his  tactics  of 
taking  new  repressive  mea- 
sures when  he  hopes  the 
world's  attention  has  been 
diverted  by  another  crisis  of 
his  making,"  Mr  Rubin  said 
on  Monday.  Diplomats  said 
the  takeover  could  result  in 
prolonging  US  sanctions 
against  Belgrade. 

Mr  Panic,  a naturalised  US 
citizen  from  Serbia,  was 
Yugoslav  prime  minister 
from  1992-93  but  fell  out  with 
Mr  Milosevic  and  founded  an 
anian«»  of  opposition  parties 
in  Serbia  last  year. 

Belgrade  said  it  seized  ICN 


Serbian  pofico  seized  control  of  the  ICN  pharmaceuticals  compisx  on  Saturday 


Yugoslavia  becanse  Mr 
Panic  had  broken  an  agree- 
ment to  invest  S270m  when 
he  took  a 75  per  cent  stake 
in  199L  Last  year,  the  cash- 
strapped  Serbian  govern- 
ment refused  to  pay  SI 70m 
owed  to  ICN  for  drugs  sup- 
plied to  the  health  service. 


Mr  Panic  is  no  stranger  to 
controversy.  The  US  Securi- 
ties and  Exchange  Commis- 
sion sued  him  twice  for 
allegedly  issuing  misleading 
financial  projections  and 
false  statements  about  drug 
development.  But  last  year  it 
dropped  a three-year  insider- 


trading  investigation  against 
him. 

The  plant's  new  govern- 
ment-appointed director  said 
production  resumed  yester- 
day. But  ICN  officials  said 
about  half  of  the  &500-strong 
workforce  signed  a pledge  of 
loyalty  to  Mr  Panic. 


Portugal  may  Poland’s  film 
block  EU  industry  pleads 

aid  reforms  case  for  funds 


Euro  may 

reinforce 

banking 


By  Peter  Wise  n Lisbon 


Portugal  is  prepared  to  block 
an  agreement  on  Agenda 
2000,  the  European  Union's 
plan  for  reforming  spending, 
unless  a formula  is  found  to 
spare  the  country  sharp  cuts 
in  regional  aid. 

“We  hope  to  resolve  the 
issue  by  negotiation,"  said 
Francisco  Seixas  da  Costa. 
European  affairs  secretary  in 
the  Socialist  government. 
“But  there  is  a point  beyond 
which  we  will  not  go.” 

Approval  of  the  Agenda 
2000  reforms  require  a unani- 
mous agreement  by  EU  gov- 
ernments. 

A general  election  in  Por- 
tugal. due  in  October,  is 
expected  to  make  Antonio 
Guterres,  prime  minister, 
less  likely  to  give  way  on 
Portugal’s  demands. 

His  government,  fearing 
Portugal  will  be  the  hardest 
hit  nation  by  the  Agenda 
2000  proposals,  is  pressing 
for  concessions  to  soften  the 
impact  of  planned  cuts  in 
structural  funds,  which  are 
mainly  distributed  as 
regional  aid. 

Portugal  will  be  the  victim 
of  an  unfeir  “negative  accu- 
mulation" of  aid  cuts  if  no 
concessions  are  made,  says 
Mr  Seixas  da  Costa. 

Agenda  2000  focuses  on 
reducing  spending  on  struc- 
tural funds,  the  main  source 
of  aid  to  Portugal,  currently 
the  equivalent  of  3.5  per  cent 
of  gross  domestic  product  a 
year.  Less  stringent  cuts  are 
envisaged  in  agriculture.  But 


this  will  not  benefit  Portugal 
because  of  the  structure  of 
Its  farming  sector. 

Portugal  is  a net  contribu- 
tor under  the  terms  of  the 
Common  Agricultural  Pol- 
icy, whicb  channels  aid 
mainly  to  meat,  dairy  and 
cereal  production. 

Portugal  will  suffer  a fur- 
ther blow  because  the  Lis- 
bon region,  which  accounts 
for  43  per  cent  of  national 
GUP  and  where  a third  of 
the  population  lives,  will  no 
longer  be  classified  as  one 
the  ElTs  poorest  areas.  This 
means  a substantial  cut  in 
structural  foods. 

Only  regions  whose  gross 
regional  product  per  capita 
was  below  75  per  cent  of 
average  EU  GDP  per  capita 
in  1997  qualify  for  the  top 
rate  of  aid  under  the  Agenda 
2000  proposals  for  the  period 
2000  to  2006.  The  rate  in  Lis- 
bon was  85  per  cent 

Portugal  proposes  phasing 
out  aid  to  the  Lisbon  region 
more  gradually  than  for 
other  similar  regions. 

The  government  says  this 
would  enable  Portugal  to 
maintain  a share  of  about 
10.8  per  cent  of  EU  funds 
over  the  next  six  years, 
rather  than  seeing  them  cut 
to  about  9 per  oent  as  cur- 
rently envisaged. 

"Portugal  is  the  only  coun- 
try that  is  losing  a region 
from  the  highest  aid  bracket 
but  whose  national  GDP  per 
capita  as  a whole  remains 
below  75  per  cent  of  the 
average  EU  level”  said  Mr 
Seixas  da  Costa. 


By  Christopher  Babinskl 
In  Warsaw 


Cossack  horsemen  thunder 
once  more  across  a Ukrai- 
nian plain  to  threaten  the 
kingdom  of  Poland  in  an 
epic  film  premiered  in  War- 
saw this  week.  Poland's  film 
enthusiasts  are  hoping  the 
film  - By  Fire  and  Sword  - 
will  mark  a revival  of  an 
industry  which  once  gave 
the  world  a regular  supply  of 
art-house  movies  but  which 
has  been  In  near  terminal 
decline  since  the  fall  of  com- 


Organisation  for  Economic 
Co-operation  and  Develop- 
ment which  would  like  to 
see  the  country's  audiovisual 
market  opened  up  to  the  full 
thrust  of  competition  from 
the  US. 

However.  Mr  Bramski  and 
his  colleagues  have  the  back- 
ing of  European  Union  offi- 
cials. They  are  concerned 
that  should  Poland,  a candi- 
date for  EU  membership, 
open  up  its  audiovisual  mar- 
ket to  the  US,  there  would  be 


mergers 


By  Wolfgang  Mflnchau 
in  Frankfurt 


a back  door  .route  into  the 
EU. 


munism. 

Whereas  in  the  past  Jerzy 
Hoffman,  the  director,  had  to 
get  approval  from  the  cen- 
sors for  his  work,  money  has 
been  the  obstacle  since  1989. 
Only  after  he  had  managed 
to  persuade  the  local  Kredyt 
Bank  to  grant  him  a 12m 
zloty  ($3.4m)  loan  did  the 
film  become  viable. 

In  the  shadow  of  the 
excitement  Mr  Hoffman’s 
epic  is  generating,  the  coun- 
try's Film  Makers’  Associa- 
tion. headed  by  Pawel  Brom- 
ski,  is  lobbying  hard  to  push 
a new  law  through  parlia- 
ment which  would  ensure 
more  funds  for  Polish-made 
films. 

The  projected  French -style 
system  would  include  levies 
on  television  advertisers  and 
film  distributors  and  tax 
breaks  for  cinema  owners 
who  showed  locally  made 

films.. 

The  new  arrangement 
would  also  fly  in  the  face  of 
Poland’s  commitment  to  the 


Mr  Bromski  feels  that  the 
time  has  come  for  non-com- 
mercial support  for  his 
industry.  “After  1989  we  real- 
ised we  couldn’t  count  on 
the  fimding  we  bad  under 
the  old  regime.  So  In  the 
1990s  we  set  out  to  make 
low-budget  films  which 
would  at  least  provide  work 
for  core  technical  people  to 
enable  the  industry  to  sur- 
vive until  better  times." 

The  last  few  years  have 
seen  about  20  films  a year 
being  made  in  Poland  with 
the  aid  of  a 20m  zlotys 
annual  state  subsidy.  Mr 
Bromski  estimates  the  sub- 
sidy could  rise  to  60m  zlotys 
a year  if  the  new  film  law 
was  passed  by  parliament. 

Andrzej  Wajda,  one  of 
Poland's  best-known  film 
directors,  who  has  Just 
filmed  Pan  Tadeusz,  based 
on  a classic  19th  century 
work,  backs  the  new  law. 
“We  must  have  a film  indus- 
try if  we  are  to  protect  the 
Polish  language,"  he  argues. 


New  twist  in  duty  free  dispute 


By  Emma  Tucker  ta  Brussels 


Health  groups,  retailing 
associations  and  rail  compa- 
nies are  mounting  a counter- 
offensive  against  the  power- 
ful International  Duty  Free 
Confederation  and  its  fero- 
cious lobbying  to  win  a 
reprieve  for  duty  free  sales. 

The  campaign,  spear- 
headed by  anti-tobacco 
groups,  comes  as  the  Euro- 
pean Commission  is  prepar- 
ing to  produce  a report 
looking  at  the  impact  of  abo- 
lition of  duty  free  sales  on 
employment  and  possible 
means  of  overcoming  the 
problems. 

The  European  Union  exec- 
utive is  under  pressure  from 
certain  member  states  - 
notably  the  UK  - to  grant  a 


reprieve  for  duty  free  sales, 
due  to  be  abolished  In  June. 
The  decision,  taken  eight 
years  ago.  was  backed  unani- 
mously by  member  states, 
which  viewed  duty  free  sales 
as  a distortion  to  trade 
within  the  single  market 

However,  some  govern- 
ments have  recently  waiv- 
ered  in  their  support  for  the 
move  because  of  claims  that 
scrapping  duty  free  will  lead 
to  severe  job  losses. 

The  International  Non- 
Governmental  Coalition 
against  Tobacco  (Ingcat)  has 
written  to  EU  finance  minis- 
ters warning  that  the  IDFC 
is  effectively  a front  for  the 
tobacco  industry.  Its  letter 
points  out  that  the  price 
advantage  of  duty  free  sales 
is  much  higher  for  cigarettes 


and  other  tobacco  products 
than  for  drink  or  luxury 
goods. 

“A  decision  to  extend 
duty-free  Is  in  principle  a 
decision  for  tobacco  and 
tobacco  sales,"  says  the  let- 
ter. 

Ingcat  - a coalition  of 
NGOs  dealing  in  health  mat- 
ters - claims  that  at  least 
one  key  member  of  the  IDFC 
is  a senior  executive  with  an 
international  cigarette  com- 
pany and  argues  that  an 
extension  of  duty  free  sales 
would  contradict  govern- 
ment initiatives  to  discour- 
age smoking  and  promote 
good  health.  It  would  also  sit 
oddly  next  to  EU  legislation 
banning  tobacco  advertising 
and  sponsorship. 

The  IDFC  has  lobbied  furi- 


ously to  have  the  1991  deci- 
sion to  end  duty  free  sales 
overturned,  arguing  that  up 
to  140,000  jobs  could  be  lost 

But  Eurocommerce,  which 
represents  retailers  and 
wholesalers  of  duty-paid 
goods,  has  joined  the 
counter  offensive, . urging 
member  states  to  stick  to  the 
original  timetable  and 
threatening  to  challenge  any 
extension  of  duty  free  sales 
in  court. 

Rail  companies,  aggrieved 
that  by  law  they  are  not 
allowed  to  sell  duty  free 
goods,  are  also  campaigning 
hard  against  a prolongation 
of  the  current  regime.  On 
cross-channel  services,  Euro- 
star is  alone  in  not  being 
allowed  to  sell  duty  free 
goods. 


The  euro  is  likely  to 
reinforce  the  merger  and 
consolidation  procss  in  the 
European  banking  sector, 
according  to  a study  by  the 
European  Central  Bank. 

The  report*,  published  yes- 
terday. argues  that  economic 
and  monetary  union  could 
trigger  a shake-up  of  the  sec- 
tor that  could  leave  some 
banks  as  "Emu-losers". 

The  ECB  expressed  con- 
cern that  concentration  in 
the  banking  sector  might 
lead  to  a greater  degree  of 
short-term  ism  among  hanks. 

“The  risk  exists  that  banks 
under  pressure  might  favour 
the  adoption  of  high-risk 
strategies  - for  example 
those  arising  from  the  rather 
short-term  oriented  share- 
holder value  philosophy,”  it 
said. 

Tommaso  Padoa-  Schioppa, 
member  of  the  ECB’s  execu- 
tive board,  said  European 
banks  had  some  advantages 
over  their  US  counterparts, 
as  they  tended  to  pursue 
more  long-term  strategies. 

He  cited  this  as  a reason 
why  the  global  financial  tur-  1 
mail  had  created  more  ten-  ! 
sions  in  the  US  markets  than  i 
In  Europe. 

“It  seems  that  the  Euro- 
pean banks  are  lagging 
behind  the  US  in  the 
restructuring  process  to 
some  extent.  Over-branching 
and  over-staffing  is  still  a 
problem  in  Europe.”  he  said. 

Technology,  rather  than 
Emu  or  the  single  European 
market,  was  the  main  factor 
behind  this  process,  accord- 
ing to  Mr  Padoa-Schioppa. 

Despite  the  adoption  of  a 
single  currency,  the  Euro- 
pean Union  has  left  the 
supervision  of  hanks,  insur- 
ance companies  and  securi- 
ties markets  in  the  hands  of 
national  authorities,  while 
the  ECB  acts  as  a conduit  for 
the  exchange  of  information. 
It  also  has  a consultative 
role. 

Edgar  Meister,  a director 
of  the  Bundesbank  who 
chairs  a banking  supervisory 
committee  of  central  hank- 
ere  and  regulators  from  the 
15  member  countries  of  the 
EU,  'said  it  was  “premature 
to  ask  for  a single  banking 
supervision"  authority  for 
the  eurozone. 

* European  Central  Bank , 

“ Possible  effects  of  Earn  an 
the  EU  banking  systems  in 
the  medium  to  long  term'', 
Feb  199£  http:Hioww.ecb.int 
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HJ  REGIONAL  STATISTICS 


Inner  London  replaces 
Hamburg  in  wealth  table 


HJ  CORPORATE  TAXES 


Rates  seen  falling 


Corporate  tax  rates  hi  Europe  either  faS  or  remained  the 
same  last  year,  according  to  a survey  by  KPMG.  foe  inter- 
national  tax  advisers,  who  claim  to  throw  a different  tight 
on  the  recent  debate  over  whether  greater  tax  harmortsa-  - 
bon  within  the  European  Union  might  increase  tax  tevete  in 
individual  member  states  such  as  foe  UK. 

WhBa  there  are  stffl  differentials  between  EU  member 
states,  the  survey  says  France,  Germany  and  six  other 
European  countries  reduced  their  tax  rates  last  year. 

Ian  Bartow,  head  of  KPMG’s  European  tax  practice, 
said:  “This  continues  the  trend  that  we  have  seen  since 
1996  - over  the  last  three  years  the  average  rate  among 
EU  states  has  come  down  by  3 percentage  points  to 
around  36  per  cent.  We  would  expect  the  advent  of  foe 
euro  to  accelerate  that  trend.  The  UK’s  rate,  which  wffl  be 
cut  to  30  per  cent  in  April,  is  stfil  very  competitive." 
Andrew  Botger,  London 


RUSSIAN  MILITARY 


Planners  fear  ‘disintegration’ 


Russia's  military  general  staff  fear  a “tragic  disintegration" 
of  the  country’s  armed  forces  unless  their  size  is  radically 
reduced  over  the  next  few  years,  according  to  a Russian 
military  journal  The  weekly  Nezavteimoye  Voyermoye 
Obozreniye  (Independent  Military  Review)  reported  that 
military  planners  believed  Russia  only  had  foe  financial 
resources  to  support  550,000  to  600.000  military  person- 
nel - about  half  the  army's  current  size. 

The  defence  ministry  could  not  confirm  foe  authenticity 
of  the  report  but  it  reflects  a growing  unease  among  the 
general  staff  about  the  chronic  underfunding  of  the  mili- 
tary. President  Boris  Yeltsin  had  vowed  to  turn  Russia's 
sprawling  conscript  army  into  a far  smaller,  better  trained 
professional  force  by  the  2000.  But  foe  country's  financial 
crisis  has  hampered  the  implementation  of  these  plans. 
John  Thomhffl,  Moscow 


UKRAINE  CURRENCY 


New  trading  corridor  set 


Ukraine  announced  a new  trading  corridor  for  the  hryvnia 
yesterday,  setting  foe  upper  limit  on  foe  exchange  rate  at 
4.6  hryvnia  to  foe  US  dollar  during  1999,  up  from  best 
year's  upper  limit  of  3.5.  The  hryvnia  is  currently  trading  at 
3.6-3.S  to  the  dollar.  The  lower  limit  of  the  corridor  will  be 
3.4  hryvnia. 

The  new  corridor  is  considered  conservative  by  many 
economists,  who  think  that  it  can  be  maintained  only  by 
keeping  the  currency  strictly  regulated.  Ukrainian  exporters 
must  currently  sell  50  per  cent  ol  their  hard  currency  earn- 
ings to  foe  national  bank  at  the  official  exchange  rate. 

Experience  has  also  shown  that  the  corridor  can  be 
revised  during  the  year.  Last  year,  Ukraine  widened  the 
corridor  for  the  hryvnia  after  the  collapse  of  the  Russian 
rouble  in  August  moving  the  upper  limit  from  Z25  to  3.5 
hryvnia.  Charles  Clover,  Kiev 


TURKISH  SUBSIDIES 


World  Bank  urges  reform 


The  World  Bank  yesterday  urged  Turkey  to  reform  its  inef- 
ficient agricultural  subsidies,  which  It  said  were  far  more 
costly  than  the  often- criticised  European  Union  farm  hand- 
outs. 

Ajay  Chhibber,  director  of  the  Bank's  office  In  Ankara, 
said  foe  Turkish  system  was  “totally  outdated  in  today's 
world",  benefited  “too  few",  and  cost  "too  much". 

Figures  from  the  Organisation  for  Economic  Co-opera- 
tion and  Development  suggest  that  total  transfers  to  Turk- 
ish agriculture  amounted  to  7.8  per  cent  of  the  country's 
gross  domestic  product  in  1996.  This  compared  to  just  1.3 
per  cent  for  foe  OECD  as  a whole. 

Touching  on  some  of  the  main  findings  of  a World  Bank 
report  on  Turkish  subsidies  to  agriculture,  which  employs 
almost  half  the  labour  force,  Mr  Chhibber  said  handouts 
did  not  even  reach  “foe  vast  majority  of  the  rural  popula- 
tion'’. Layla  Boulton,  Ankara 


NAZI  WAR  CRIMINALS 


Lithuanian  court  ends  trial 


A Lithuanian  court  yesterday  ended  the  trial  of  Kazys 
Gimzauskas,  an  alleged  Nazi  war  criminal,  by  citing  the 
defendant’s  poor  health.  It  also  ruled  that  the  trial  ofAlek- 
sandras  Ulelkls,  another  alleged  war  criminal,  be  put  on 
hold  until  the  US  government  produces  evidence  about  Ns 
health. 

The  two  men,  both  aged  91,  are  charged  with  genodde 
after  allegedly  turning  over  dozens  of  Jews  to  foe  Nazis 
during  foe  German  occupation  of  Lithuania  in  foe  second 
world  war,  Mr  Lileikis  was  the  head  of  foe  Vilnius  security 
police,  and  Mr  Gimzauskas  his  deputy,  during  the  war. 

The  presiding  judge  in  the  trial  of  Mr  Gimzauskas  said 
foe  proceedings  might  resume  if  the  defendants’  health 
improves.  Matej  Vipotnik,  Tamm 


CORRECTION 


European  Court  of  Justice 


The  FT  of  January  27  wrongly  stated  that  the  European 
Court  of  Justice  had  fined  the  Belgian  sales  subsidiaries  of 
four  motorcycle  manufacturers  for  hindering  sales  of  their 
machines  by  parallel  Importers.  The  fines  were  in  fact 
handed  down  by  Belgium's  competition  authority. 


....  1 


Inner  London  has  replaced  Hamburg  as  the  European 
Union's  weaffoieet  region  in  foe  tateeLranHng  from  Euro* 
slat,  the  BJ's  statistical  service. 

The  German  city  has  long  been  number  one  in  foe  table, 
measured  by  gross  domestic  product  per  capita,  but  was 
knocked  off  the  top  spot  after  London  ana  spirt  Into  two 
parts  - Inner  and  Outer  London  - ter  foe  firat  time. 

Inner  London  generated  more  than  twice  foe  wealth  per 
capita  as  the  EU  regional  average  tn  1994-1896  - at  222 
per  cent  after  taking  the  EU  average  as  100  per  cant.  This . 
was  ahead  of  Hamburg  at  194  percent  Darmstadt  atl  73' 
per  cent.  Brussels  at  172  per  cent  and  the  state  of  Luxem- 
bourg at  170  per  cant.  London  as  a whole  scored  138  per 
cent 

Fifty  regions  generated  less  than  75  per  cent  of  foe 
average,  making  them  eflgfole  for  priority  "objective  one* 
status  for  EU  regions!  funding  under  proposals  for 
2000-2006  being  considered  by  mmwtere.  They  indude  afl 
13  Greek  regions  - with  foe  Ipefroe  region  the  EU*s  poor- 
est on  43  per  cent  - and  six  of  Portugal's  seven. 

Nefl  Buckley,  Brussels 
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CONTROL  OF  BUNDESRAT  FORFEITED  AFTER  HESSE  DEFEAT  □ UNFAIR  TACTICS  DENIED 

Lafontaine  to  pursue  tax  reform 


By  Frederick  StOdenamt  and 
ttatph  Atfcfns  in  Bonn 

Oskar  lafontaine, 
Germany's  finance  minister, 
said  yesterday  that  the  next 
stage  of  his  tax  reforms 
lK.  would  go  ahead  as  planned, 
even,  though  his  Sodal  Dem- 
ocratic party  has  lost  its 
majority  in  the  upper  house 
of  parliament. 

Other  government  plans, 
including  liberalisation  of 
citizenship  laws,  are  likely 
to  be  scaled  hack  to  reflect 
the  altered  balance  of  power. 
Mr  Lafontaine  indicated  that 
proposals  to  shut  down 
nuclear  power  stations  could 
also  be  affected,  although  he 
hoped  the  government  could 
win  back  the  upper  house 
before  legislation  needed 


be  voted  on. 

The  SPD  lost  control  of  the 
Hesse  state  government  at 
the  weekend.  But  Mr  Lafon- 
taine said  the  SPD  would  use 
Hesse’s  votes  to  back  the  lat- 
est piece  tax  legislation  on 
March  19,  when  it  is  pres- 
ented to  the  upper  house  or 
Bundesrat,  which  represents 
the  federal  states.  The  legis- 
lation is  due  for  debate  in 
cabinet  today. 

Hesse’s  defeated  “red- 
green"  coalition  of  SPD  and 
Greens  will  hot  be  replaced 
until  a new  government  led 
by  the  Christian  Democrat 
Union  takes  office  in  April. 

Mr  Lafontaine  dismissed 
suggestions  that  he  was 
using  unfair  tactics  to  rescue 
his  controversial  tax  plane, 
insisting  the  government 


had  a mandate  from  voters 
for  its  plans.  ■ 

The  next  stage  of  the  tax 
package  frvfridw  reductions 
in  business  tax  rates  pliis 
cuts  in  the  basic  rate  of 
income  tax  to  22J3  per  cent 
in  2000  and  19J9  per  cent  in 
2002. 

The  CDU  has  attacked  Mr 
Lafontaine’s  tax  plans  for 
' being  too  harsh  on  business, 
which  faces  further 
due  to  foe  closing  of  up  to  70 
loopholes,  and  too  timid  in 
delivering  real  economic 

lynpftte  With  significant  euts 

in  income  tax. 

The  . finance  minister  con- 
ceded the  government  would 
rethink  its  plans  to  offer 
dual  citizenship  to  foreigners 
living  in  Germany  following 
after  foe  Hesse  election,  in 


which  the  issue  was  success- 
fully exploited  by  foe  CDU. 
In  a newspaper  interview  to 
be  published  today.  Mr  Ger- 
hard Schrdder,  chancellor; 
said  dual  nationality,  flight 
now  be  permitted  in  only 
limited  circumstances. 

Mr  Lafontaine  said  foe 
nationality  bill  not  yet 
been  finally  drafted.  He  said 
that  white  the  CDU  opposed 
widespread  “dual  national- 
ity” its  position  created 
“room  for  manoeuvre”. 

Mr  Iafontafna  added  that 
the  government  was  “not 
under  the  same  time  pres- 
sure” oh  its  plans  to  phase 
out  nuclear  power  as  on  tax. 
He  said  the  SPD  could  regain 
its  Bundesrat  majority  in 
farther  state  elections  later 
this  year. 


Mr  Lafontaine  could  face 
greater  difficulties  pushing 
through  a further  reform  of 
corporate  taxes  planned  for 
next  year,  when  the  highest 
rate  for  all  business  taxes 
would  be  capped  at  35  per 

rent 

Without  a clear  majority 
in  the  Bundesrat  by-SPD-run 
states  the  Bonn  government 
will  be  dependent  on  the 
votes  from  “neutral”  states. 
These  include  Rhineland- 
Palatinate,  which  foe  SPD 
runs  in  coalition  with  the 
small  pro-market  Free  Demo- 
cratic party.  Under  Rhine- 
land-Palatinate’s  coalition 
agreement,  when  the  two 
parties  cannot  agree  on  how 
to  vote  in  the  Bundesrat,  a 
decision  would  be  taken  by 
drawing  lots. 


British  defence  merger  upsets  Bonn’s  vision 


Germany  sees  BAe 
deaf  as  setback  in 
setting  up  a unified 
European  defence 
group.  Alexander 
Nicoll  and  Ralph 
. Atkins  report 

British  Aerospace  has 
stirred  a hornet’s  nest 
in  Bonn  with  its 
planned  £7bn  (Sli^bnj  pur- 
chase of  the  Marconi  defence 
division  of  General  Electric 
Company. 

The  deal,  if  cleared  by  reg- 
ulators, will  create  a British 
defence  giant  instead  of  the 
Anglo-German  combine 
which  the  German  govern- 
ment thought  would  result 
from  months  of  negotiations 
between  BAe  and  Daimler- 
Chiysler  Aerospace  (Dasa). 

“That  BAe  should  go  with 
Marconi  surprised  me  and  I 
told  (BAe  chief  executive] 
John  Weston  so,"  says  a 
senior  German  defence  offi- 
cial. “I’m  still  waiting  for 
him  to  explain  what  hap- 
pened." 

For  Dasa.  BAe’s  decision 
was  a disappointment  but  a 
commercial  decision  which 
the  British  group,  as  a pri- 
Jvvate  sector  company,  was 
^•entitled  to  take.  But  in 


Bonn,  BAe  is  viewed  as  hav- 
ing .wider  responsibilities. 

A merger  of  BAe  and  Dasa 
would  have  been  the  first 
step  towards  creating  a uni, 
fled  European  aerospace  and 
defence  company  (EADC), 
seen  in  Bonn  as  a necessary 
step  towards  the  greater  goal 
of  forging  a common  Euro- 
pean Union  foreign  and  secu- 
rity policy. 

“Europe  will  need  efficient 
companies  to  achieve  that 
goal  and  therefore  an  EADC 
is  of  the  greatest  impor- 
tance," says  Siegmar  M os- 
dor!,  a minister  in  the  eco- 
nomics ministry  and  the 
government’s  aerospace 
co-ordinator.  “Its  ramifica- 
tions go  beyond  routine  busi- 
ness. There  is  a political 
dimension  to  it.” 

Germany  is  anxious  to 
give  substance  to  commit- 
ments in  the  1997  Amster- 
dam treaty  to  develop  a com- 
mon EU  defence  policy  and  a 
European  security  and 
defence  identity  (ESDI). 

"The  ESDI  cannot  fly  if  we 
don't  give  it  wings."  the 
defence  official  says.  “Those 
wings  have  to  be  provided 
by  industry.  Tony  Blair 
seems  very  serious,  but  it 
needs  something  from  the 
industry  side." 

Mr  Mosdorf  says  an  EADC 
is  essential  "if  we  want  to 


take  responsibility  for  our- 
selves on  foreign  and  secu- 
rity policy  questions,  with- 
out being  dependent  on 
permanent  help  from  the 
other  side  of  foe  Atlantic." 

Although  the  BAe/GBC 
deal  is  seen  as  slowing  for- 
mation of  an  EADC  - partly 
because  of  BAe's  sheer 
future  size  - it  appears  to 
have  goaded  Germany  into 
greater  enthusiasm  for  the 
pan-European  integration  of 
the  industry  demanded  by 
the  British,  French  and  Ger- 
man governments  in  Decem- 
ber 1997. 

Two  days  after  foe  BAe/ 
GEC  deal  was  announced  on 
January  19,  Mr  Mosdorf 
called  at  a meeting  of  six 
European  ministers  with 
responsibility  for  aerospace 
for  the  development  of  a 
“step-by-step  plan"  with  a 
timetable  towards  creating 
an  EADC. 

The  plan  is  to  be  dis- 
cussed at  the  ministerial 
group's  next  meeting  in 
Rome  this  summer,  to  which 
representatives  from  indus- 
try will  be  invited  for  the 
first  time  in  an  attempt  to 
increase  the  tempo. 

British  companies  have 
made  dear  their  principal 
duty  is  to  shareholders, 
though  an  pgggntfai  dement 


of  preserving  shareholders' 
interests  is  paying 
to  the  governments  which 
are  their  wmiw  customers. 

The  defence  official  in 
Bonn  says:  "If  shareholder 
value  is  the  new  god,  then  it 
is  not  my  world.  There  are 
limits  to  shareholder  value, 
and  responsibilities." 

Mr  Mosdorf  says  an  EADC 
must  be  created  on  the  prin- 
ciple of  “balanced  partner- 
ship”. This  moaTig  executives 
of  joining  companies  must 
be  integrated  into  operating 
management,  preserving 
each  nation's  involvement  at 
the  top  level 

Secondly,  it  means  "it  can- 
not be  possible  to  be  out- 
voted in  important  deci- 
sions,” though  Mr  Mosdorf 
insists  he  is  not  arguing  for 
rights  of  veto  for  any  partici- 
pating company. 

“You  have  to  find  an 
acceptable  contractual  mech- 
anism that  makes  possible  a 

balanced  partnership 

Them  are  many  cases  in 
which  industries  co-operate 
on  a global  scale  on  the  basis 
of  balanced  partnership." 

Management  representa- 
tion and  the  balance 
between  financial  valuation 
and  voting  control  were 
precisely  the  issues 
dividing  BAe  and  Dasa 
before  the  British  company 


struck  its  deal  with  GEC. 

Mr  Mosdorf  sees  the  same 
principles  of  a “merger  of 
equals"  applying  to  reform 
of  the  Airbus  consortium 
into  a single  corporate 
entity,  which  BAe  and  Dasa 
have  been  negotiating  with 
Aerospatiale  of  France  and 
Cast  of  Spain  for  two  years. 
The  European  civil  aircraft 
maker  urgently  needs  to 
take  this  “leap  forward",  he 
says,  because  "Boeing  will 
be  a top  world  player  again 
in  two  years”. 

The  BAe/Marooni  d«il,  Mr 
Mosdorf  believes,  has  set 
back  both  the  EADC  and 
the  Airbus  restructuring. 
This  is  because  he  expects 
France,  which  is  in  the 
midst  of  privatising  its  aero- 
space and  defence  industry, 
to  take  further  steps  to  build 
up  a French  pillar  to  rival 
the  enlarged  BAe. 

“My  problem  is 
that. ..  France  has  also  to 
Integrate  vertically  to  get  to 
the  game  value  as  the  Brit- 
ish. That  could  take  two 
years  more." 

He  believes  European  con- 
solidation is  still  possible, 
but  is  worried  about  slow 
progress.  “Airbus  wfll  be  fee- 
ing fierce  competition  in 
abont  two  years.  Time  is 
money.  It’s  very  important.” 


Herbert  Mai  of  the  pubfic  sector  union  OeTV  at  pay  talks  yesterday. 
Hb  Ion  b seeking  wage  rises  of  3 per  cent  Reuters 


Metal  workers 
in  crucial  talks 


By  Tony  Barter  in  Frankfurt 

German  metal  workers 
staged  warning  strikes  from 
the  Baltic  coast  to  Bavaria 
yesterday  as  their  trade 
union  representatives  met 
employers  for  a possibly 
decisive  round  of  talks  to 
end  a national  wage  dispute. 

Neither  side  reported 
Immediate  progress  in  the 
negotiations,  which  are 
important  for  German  indus- 
try since  the  annual  settle- 
ment reached  with  the  IG 
MetaU  union  sets  foe  stan- 
dard for  agreements 
throughout  much  of  the 
economy.  IG  MetaU,  the 
nation’s  largest  union, 
which  represents  3.4m  work- 
ers, hag  said  that  if  no  deal 
is  struck  by  midnight 
tonight  it  will  ballot  its 
members  on  holding  an  offi- 
cial strike. 

The  stoppages  so  far, 
though  involving  tens  of 
thousands  of  workers  and 
affecting  at  least  seven  of 
Germany’s  16  states,  have 
lasted  only  an  hour  or  two  at 
a time. 

Industry  analysts  believe 
IG  MetaU  and  the  employers' 
association  Gesamtmetall 
will  probably  reach  an  agree- 
ment at  the  last  minute. 


since  neither  side  is  thought 
to  have  foe  appetite  for  a 
full-scale  confrontation. 

The  employers  are  offering 
workers  a basic  wage 
increase  of  SL3  per  cent,  plus 
a one-off  rise  of  0.5  per  cent 
for  those  companies  which 
can  afford  it.  IG  Metall 
wants  65  per  cent  but  some 
union  officials  have  sig- 
nalled they  would  accept  as 
little  as  4 per  cent 
Ralph  Atkins  adds  from 
Bonn:  German  unemploy- 
ment fell  unexpectedly 
sharply  last  month,  helping 
lift  some  of  the  gloom  over 
the  outlook  for  jobs.  The 
total  out  of  work  fell  by 
59.000  to  4.092m  after  sea- 
sonal adjustment  - the  low- 
est since  October  1996. 

The  latest  figures  followed 
rises  in  the  previous  two 
months  and  government 
warnings  that  a deteriorat- 
ing economic  outlook  meant 
unemployment  was  unlikely 
to  fall  much  in  1999.  Mr 
Schroder  has  set  tackling 
unemployment  as  bis  top 
priority.  However.  Bernhard 
Jagoda.  president  of  the  fed- 
eral labour  office,  said  Janu- 
ary's figures  had  .been 
helped  by  relatively  mild 
weather  and  official  job  cre- 
ation schemes. 


Cyprus 

6keeps 

missiles 

control’ 

Greece  said,  yesterday  it 
would  have  operational  con- 
trol over  anti-aircraft  mis- 
siles Cyprus  ordered  from 
Russia  but  is  now  diverting 
to  the  Greek  island  of  Crete 
after  Turkish  threats  of  mili- 
tary action,  Reuters  reports 
from  Athens. 

“The  missiles  remain  in 
foe  possession  of  the  Cypriot 
state,  Greece  will  control 
their  operation  and  of  course 
will  take  over  the  operating 
costs  of  this  system.”  a gov- 
ernment spokesman  said. 

Cyprus  formally  signed 

over  foe  controversial  S-300 
missiles  late  on  Monday. 
They  were  diverted  to 
Greece  after  Turkey  threat- 
ened to  stop  their  deploy- 
ment in  Cyprus  and  the 
European  Union  and  US 
launched  diplomatic  efforts 
to  defuse  what  they  saw  as  a 
dangerous  situation  brewing 
in  the  eastern  Mediterra- 
nean. 

Details  of  the  deal,  signed 
by  Aids  Tsohatzopoulos,  the 
Greek  defence  minister,  and 
Yannakis  Chrisostomis,  his 
Cypriot  counterpart,  were 
not  released. 

"The  two  governments 
will  be  in  full  communica- 
tion and  will  jointly  decide 
in  which  ways  this  weapons 
system  will  be  used,”  the 
Greek  spokesman  said. 

Mr  Tsohatzopoulos  said 
before  the  private  signing 
that  the  missiles  would  be 
installed  on  Crete  as  part  of 
a joint  defence  pact  with 
Cyprus.  "Greece  guarantees 
the  security  of  Cyprus."  he 
said.  “This  is  the  basis  of  all 
our  efforts."  He  said  Cypriot 
and  Greek  officials  would  go 
to  Moscow  on  Monday  to 
iron  out  logistical  details 
with  the  Russian  makers. 

Cyprus  ordered  foe  S-300s 
some  two  years  ago  but 
agreed  to  divert  them  to 
Greece  in  December  after 
threats  from  Turkey  and 
pressure  from  Washington 
and  the  EU. 

Turkey  has  also  expressed 
concern  about  the  missiles 
being  on  Crete,  which  lies 
between  the  Greek  mainland 
and  North  Africa,  about 
550km  west  of  Cyprus. 
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IN  GLOBAL  COMMUNICATIONS,  STANDARDIZED  SOLUTIONS  DON’T  FLY. 


jr prise  information  systems  are  essential 
nrapetitiveness  in  multinational  business, 
aging  competing  communications  traffic,  from 
uon-eritical  supply  chain  transactions  to  web 
wing,  is  growing  more  expensive  and  complex. 
, foe  demand  for  flexible  solutions  to  meet  an 
changing  variety  of  international  connectivity 
Is  is  increasing.  So  what  you  need  is  a network 
really  Jets  you  spread  your  wings. 


A one-size  solution  doesn’t  fit  all 
The  requirements  of  your  enterprise  are  unique. 
To  maximize  your  business  systems  investments 
and  gain  a competitive  advantage,  you  need  a 
global  specialist  who  can  analyze  your  needs  and 
build  the  network  to  match.  You  need  Infonet. 
Choosing  the  network  that  grows  witiLyou 
Infonet  has  been  the  leading  supplier  of  managed 
global  communication  solutions  for  28  years. 


Leading  industry  analysts  recommend  our 
services  because  they  are  delivered  consistently 
worldwide  and  support  enterprise  applications 
such  as  resource  planning,  collaboration, 
messaging,  e-business,  web-hosting  and 
security  services.  They  are  delivered  over 
intranets,  intelligent  extranets  and  the  Internet 
and  are  supported  locally  in  59  countries,  with 
connections  in  over  180. 


Pont  be  caged -in  bv  a compromise 
A customized  network  can  deliver  value,  perfor- 
mance and  cash  savings,  as  25%  of  the  Global  1000 
already  know.  Truly  global  companies  deserve  a 
matching  global  solution.  And  that's  our  business. 


Europe  - M 


anmnagna- 

iddlc  East  Africa  + 32  2 627  39  II  Asia  Pacific  + 65  734  1739  North  America  + 1 310  335  2600  Latin  America  + 56  2 368  9400  www.infonet.com 
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Secret  Japan 
bond  deals 
fuel  fears 
over  losses 


By  GaUan  Tett  and 

Naoto  Nakamae  In  Tokyo 

Nomura  Securities.  Japan's 
largest  broker,  estimates 
that  about  5 per  cent  of  all 
its  bond  transactions  for  cli- 
ents have  been  conducted  at 
secretive,  non-market  prices 
in  recent  weeks. 

These  unorthodox  deals, 
which  could  reach  Yl.OOObn 
($8.9bn;  according  to  some 
industry  estimates,  can  help 
clients  to  conceal  portfolio 
valuation  losses  arising  from 
the  recent  falls  in  Japanese 
government  bond  prices. 

Nomura  refuses  to  com- 
ment on  its  clients’  motives 
for  requesting  these  trades, 
known  as  “price  adjust- 
ment” deals.  However,  it 
says  demand  for  these  trades 
is  now  coming  from  “tax-ex- 
empt” institutions,  such  as 
public-sector  financial  bod- 
ies. 

The  revelations  may  fuel 
concern  that  some  public 
Institutions  are  now  trying 
to  conceal  losses  on  their 
investment  portfolios.  The 
main  tax-exempt  Institutions 
in  Japan  are  the  national 
postal  savings  and  insurance 
scheme,  pension  funds, 
state-owned  banks  and  agri- 
cultural co-operatives. 

A government  official  said 
yesterday  that  groups  such 
as  the  postal  savings  bureau 
had  conducted  these  trades 
“from  time  to  time”  to  “over- 
come the  negative  yield 
problem". 

The  postal  savings  bureau, 
which  owns  about  Y28,000bn 
of  government  bonds, 
refused  to  comment 

The  Ministry  of  Finance 
insists  that  these  public 
institutions  are  much 
healthier  than  private 
banks.  But  some  western 
economists  suspect  that 
some  public  sector  institu- 
tions may  now  be  concealing 
large  losses. 

These  institutions’ 
accounts  are  very  opaque, 
since  they  do  not  mark  the 


Bond  price  fall 
‘threatens  banks’ 


By  Gillian  Tett  in  Tokyo 

The  recent  fall  in  Japanese 
government  bond  prices  is 
threatening  to  undermine 
banks’  financial  positions,  a 
senior  government  official 
warned  yesterday. 

The  swings  could  slash  the 
Y980bn  ($8.7bm  worth  of 
unrealised  profits  on  bond 
and  equity  portfolios  that 
the  banks  reported  at  the 
end  of  the  first  half  of  the 
19SS  fiscal  year,  Hideichiro 
Hamanaka,  deputy  commis- 
sioner of  the  Financial 
Supervisory  Agency  (FSA). 
said.  “It  cannot  be  ruled  out 
that  falls  in  unrealised  bond 
profits  will  reduce  their 
financial  strength,”  he  said. 

The  warning  comes  amid 
signs  of  growing  tension 
within  the  government 
about  the  policies  now 
needed  to  halt  the  recent 
surge  in  bond  yields.  These 
have  swung  from  a low  of  0.7 
per  cent  last  autumn  to  a 
high  of  more  than  2.4  per 
cent  last  week  for  the  bench- 
mark 10-year  JGB. 

Some  leading  Japanese 
politicians  in  the  ruling  Lib- 
eral Democratic  party  have 
called  on  the  central  bank  to 
directly  underwrite  JGBs. 
The  bank  has  vehemently 
refused  to  do  this. 

The  government  Is  non- 
prossing it  to  consider  rais- 


ing its  purchases  of  JGBs  in 
the  market,  rather  than 
directly  underwriting  them. 
Some  government  officials 
and  economists  believe  that 
this  proposal  could  he 
accepted  by  the  central  bank 
when  its  independent  policy 
board  meets  on  Friday. 

The  conflict  comes  against 
a background  of  fresh  wor- 
ries over  the  economy  and 
the  bank  sector.  Yesterday 
the  central  bank  said  the  net 
balance  of  outstanding  bank 
lending  was  down  1.4  per 
cent  in  the  year  to  January, 
the  second  largest  fall  on 
record. 

Separate  government  fig- 
ures showed  that  machine 
tool  orders  were  30.9  per 
cent  lower  in  the  year  to 
December,  while  household 
spending  was  0.6  per  cent 
lower. 

The  central  bank  insists 
that  it  is  now  taking  mea- 
sures to  persuade  private 
banks  to  raise  lending.  How- 
ever, the  banking  sector  is 
under  severe  pressure  in  the 
run-up  to  end  of  the  fiscal 
1998  year.  In  particular,  the 
FSA  is  finalising  its  long- 
running  negotiations  with 
banks  about  the  level  of 
restructuring  that  it  will 
demand  from  them  in 
exchange  for  injecting  up  to 
Y25.000bn  into  their  capital 
bases. 


PENTAGON  REPORT  CHINA  MISSILE  BU 1LD -U P RAISES  M1UTARY  STAKES  — 

Big  powers  flex  muscles  over  Taiwan 


value  of  their  securities 
holdings  to  market  prices. 
This  means  that  they  can 
flatter  their  accounts 
through  “price  adjustment” 
deals. 

Most  western  banks 
believe  that  these  trades  con- 
travene Anglo-Saxon  global 
compliance  principles.  How- 
ever. Nomura  says  that  the 
price  adjustment  schemes 

are  legal,  as  on  December  1 
the  Japan  Securities  Dealers 
Association,  the  industry 
body,  abolished  a rule 
requiring  all  deals  to  be  con- 
ducted within  2 per  cent  of 
the  market  price. 

Hiroshi  Toda.  global  head 
of  bonds,  says:  “We  have 
nothing  to  hide  in  this  - 
under  JSDA  rules  Nomura 
has  its  own  guidelines  [for 
these  price  adjustment 
deals]  which  are  practical 
and  flexible. 

“Western  firms  are  using 
compliance  principles 
designed  for  western  mar- 
kets, where  there  is  no  cost- 
based  accounting.  But  there 
is  a totally  different  system 
here  which  means  that  west- 
ern compliance  procedures 
are  not  totally  applicable  to 
the  type  of  client  doing  these 
transactions.” 

Nomura  says  there  is  little 
demand  for  these  deals  from 
Japan's  largest  private 
banks.  “Most  Japanese 
hanks  understand  that  they 
cannot  do  this  kind  of  thing 
because. . . they  know  the 
market  will  regard  them 
negatively  if  they  find  out,” 
Mr  Toda  says. 

However,  other  hanks  and 
brokers  have  been  asked  by 
private  banks  to  conclude 
such  deals  ahead  of  the  end 
of  the  fiscal  year. 

These  deals  typically 
involve  the  client  “selling” 
poor-performing  Japanese 
government  bonds  for  an 
artificially  high  price  while 
agreeing  to  accept  unlisted 
bonds,  such  as  local  govern- 
ment issues,  for  an  artifi- 
cially low  price. 


By  Stephen  Hdterand 
Tony  Walter  in  Washington 

The  build-up  of  China’s 
ballistic  missile  arsenal  fac- 
ing Taiwan,  disclosed  by  a 
Pentagon  report  expected  to 
go  to  Congress  soon,  is  likely 
to  contribute  to  a growing 
suspicion  in  the  US  Congress 
of  China's  military  ambi- 
tions. This  and  other  devel- 
opments will  make  it  more 
difficult  for  the  Clinton 
administration  to  conduct 
the  strategic  dialogue  in 
favours  with  Beijing,  and  is 
likely  to  complicate  a 
planned  visit  of  Zhu  Rongji, 
the  Chinese  premier,  to 
Washington  in  the  spring. 

James  Mulvenon  of  the 
Rand  Corporation  In  Wash- 
ington said  the  Chinese  aim 
in  increasing  the  numbers  of 
missiles  pointed  across  the 
Taiwan  Strait  appeared  to  be 
“to  increase  their  missile 
capability  vis  a vis  Taiwan 
so  that  if  anything  happened 
to  provoke  China  it  could 
carry  out  sustained  missile 
i attacks.” 

Military  analysts  in  Wash- 
ington say  these  develop- 
ments are  part  of  a Chinese 
military  modernisation  pro- 
gramme outlined  in  another 
Pentagon  report  declassified 
in  the  autumn.  This  report 
said  that  “China  has 
embarked  on  a ballistic  mis- 
sile modernisation  pro- 
gramme” and  was  making 
efforts  to  develop  accurate 
ballistic  and  cruise  missiles 
“in  numbers  sufficient  to 
conduct  attacks  capable  Of 
overwhelming  projected 
defence  capabilities  in  the 
Asia-Pacific  region”.’ 

Clinton  administration 


A Chinese  ground-to-ground  mbtie  launched  by  the  Chinese  army  in  March  1996  Storing  the  tost  period  of  tension  over  Taiwan 


officials  acknowledge  that 
the  development  will  feed 
into  a growing  debate  in 
Washington  about  the  need 
for  missile  defence  systems 
- both  for  US  territory  and 
for  theatre  missile  defence 
systems  (TMD)  for  US  troops 
and  friendly  countries  in 
Asia. 

Last  month,  William 
Cohen,  US  defence  secretary, 
announced  a policy  decision 
to  pour  significant  resources 
into  a still  untested  national 
missile  defence  system.  He 
also  announced  tbe  Penta- 
gon would  intensify  work  on 


its  faltering  TMD  systems, 
where  an  army  system, 
which  has  failed  Tree  consec- 
utive fligbt  tests,  and  a less 
developed  but  more  promis- 
ing navy  system  will  com- 
pete for  deployment  in  2007. 

A senior  administration 
official  said  that  China 
“couldn't  assume  that  a con- 
tinued missile  build-up  in 
south  east  China  will  go 
unanswered.  It  just  stands  to 
reason  that  there  will  be  a 
response.”  That  response 
from  the  US.  he  said,  could 
come  in  a variety  of  forms, 
including  TMD. 


The  debate  about  TMD  in 
Asia  has  concentrated  on  the 
three  zones  considered 
potentially  the  most  vulnera- 
ble: Japan  and  South  Korea, 
both  aiiipt  of  the  US,  and 
Taiwan,  which  the  US  is 
strongly  committed  by  legis- 
lation to  defend.  A classified 
report  on  the  subject  from 
the  Pentagon  is  expected  to 
arrive  at  Congress  at  any 
time. 

While  a number  of  factors 
have  contributed  to  the 
change  in  direction  of  US 
policy  towards  missile 
defence,  the  main  event  was 


the  August  1996  launch  of  a 
North  Korean  missile  over 
Japan.  That  missile  - a 
three  stage  rocket  which 
could  potentially  soon  be 
capable  of  reaching  US  terri- 
tory _ has  also  intensified 
the  debate  Inside  Japan 
about  the  need  for  ballistic 
missile  defence. 

China,  according  to  one 
senior  administration  offi- 
cial. has  already  “made  a 
huge  issue  of  US-Japanese 
TMD  co-operation”,  though 
in  his  view  such  co-operation 
would  have  "no  significant 
impact  on  China".  But  mili- 


tary analysis  say  China  is 
concerned  about  the  tints 
between  TMD  in  Japan  ant 
Taiwan,  in  particular  that 
US  TMD  ships  could  be 
deployed  to  Taiwan  in  the 
event  of  a crisis. 

Another  senior  Clinton 
administration  official 
acknowledged  that  China 
"was  extremely  concerned 
about  the  prospect  of  TMD 
for  Taiwan."  Beijing's 
response,  he  said  “would  be 
serious". 

The  Pentagon  reports  on 
China-Taiwan  relations  and 
on  TMD  come  as  another 
report  from  a select  commit- 
tee of  the  House  or  Represen- 
tatives, led  by  Christopher 
Cox,  a California  Repuhii. 
can.  is  being  declassified. 
This  report  shows,  Mr  Cox 
has  said,  that  China  has 
through  a variety  of  means 
Rett  and  illicit  been  able  to 
obtain  US  technology  to 
enhance  its  military  capabil- 
ities. 

According  to  Mr  Mui- 
venon.  it  win  be  “difficult  for 
Bering  not  to  conclude  from 
the  Cox  report  and  these 
Pentagon  reports  that  the  US 
is  not  intent  on  trying  to 
contain  the  Chinese  mili- 
tary." 

Partly  for  this  reason, 
there  has  been  an  intense 
debate  on  how  much  of  the 
report  on  China's  missile 
deployment  should  be 
declassified,  between  the 
National  Security  Council 
and  State  Department  on  tbe 
one  hand,  which  want  to  pre- 
serve the  “strategic  dia- 
logue" with  China,  ami  tire 
Pentagon,  widely  seen  as 
more  "pro-Taiwan*,  on  the 
other. 


US  high-tech  exports  ‘could  aid  Chinese  army’ 


By  Stephen  Ftdler 
In  Washington 

The  willingness  of  US 
companies  to  transfer  tech- 
nology as  the  price  of  gain- 
ing a foothold  in  the  Chinese 
market  could  benefit  China’s 
military,  a report  commis- 
sioned by  tbe  US  govern- 
ment has  concluded. 

The  report  published  by 
the  Bureau  of  Export  Admin- 
istration (BXA).  a branch  of 
the  Commerce  Department, 
said  China's  coercion  of  for- 
eign companies  to  transfer 
commercial  technology 
could  over  time  “pose 


long-term  challenges  to  US 
national  security  interests”. 

The  study  did  not  identify 
specific  Chinese  military- 
advances  made  as  a result  of 
commercial  technology- 
transfers  from  the  US.  But  it 
“does  suggest  that  continued 
pressures  on  foreign  high- 
tech  firms  to  transfer 
advanced  commercial  tech- 
nologies. if  successful,  could 
indirectly  benefit  China's 
efforts  to  modernise  its  mili- 
tary". 

The  report  reinforced 
some  conclusions  of  a con- 
gressional committee  which 
said  US  national  security 


had  been  harmed  by  US  com- 
panies transferring  technol- 
ogy with  possible  military 
uses  to  China.  The  report  by 
a House  of  Representatives 
select  panel,  chaired  by  the 
California  Republican  Chris- 
topher Cox,  is  still  secret, 
although  some  of  its  conclu- 
sions have  been  declassified. 

Clinton  administration 
officials,  in  an  attempt  to 
defuse  controversy  over  the 
committee's  bipartisan  con- 
clusions, have  said  President 
Clinton  intended  to  name  a 
team  of  experts  to  assess 
damage  done  by  technology 
transfers  to  China.  This 


group's  findings  would  be 
appraised  by  an  independent 
panel  before  going  to  Con- 
gress. 

The  BXA.  report,  prepared 
by  DF1  International,  a pri- 
vate consulting  firm,  said 
numerous  US  high-tech  com- 
panies bad  agreed  to  tech- 
nology transfers  in  exchange 
for  joint  ventures  or  limited 
market  access  in  China. 
Increasingly,  foreign  compa- 
nies were  being  pressed  to 
establish  a research  and 
development  or  training  cen- 
tre. an  institute  or  a labora- 
tory as  deal  sweeteners. 

Concerns  about  technol- 


ogy transfer  that  could  bene- 
fit China’s  military  would 
become  more  complicated, 
the  report  said,  as  US  compa- 
nies began  to  invest  in  Chi- 
na's central  regions  where 
China's  main  military  and 
defence  institutions  were 
located.  “Accordingly,  deter- 
mining the  end  user  will 
become  more  of  a burden  on 
US  industry,”  it  said. 

It  said  that  in  the  sectors 
studied  - vehicles,  aerospace 
and  electronics  - advances 
and  increased  exports  by 
China  “are  disproportion- 
ately due  to  foreign  invest- 
ment, capital  and  technology 


rather  than  to  indigenous 
technological  advances”. 

The  report  said  "the  most 
worrisome  issue"  in  China's 
increasing  manufacturing 
capabilities  was  that  of  over 
capacity.  The  sheer  volume 
of  products  (even  those  in 
high  tech  sectors)  that  China 
is  capable  of  producing  is 
staggering  and  could  have 
serious  global  repercussions 
(as  is  already  apparent  in 
the  auto  sector).” 

US  Commercial  Technology 
Transfers  to  the  People’s 
Republic  of  China.  Bureau  of 
Export  Administration  i02 
4S22721 ) 


Delhi  overshoots  borrowing  targets 


By  Mark  Mctadson  in  New  Deflri 

India’s  fiscal  balance  bas 
significantly  deteriorated  In 
the  past  year,  according  to 
official  data  showing  that 
the  government  has  already 
overshot  borrowing  targets 
and  incurred  81  per  cent  of 
its  estimated  total  fiscal  defi- 
cit for  the  year  in  the  first 
three  quarters  alone. 

The  government's  latest 
accounts,  released  this  week 
on  the  internet  for  the  first 
time,  show  the  fiscal  deficit 
had  already  reached 
Rs734.3bn  (S17-3bn)  for  tbe 
first  nine  months  of  the  fis- 
cal year  ending  in  March. 


against  Rs414.63bn  for  tbe 
same  period  a year  ago. 

The  gloomy  figures  follow 
admissions  from  several 
senior  Finance  Ministry  offi- 
cials that  India  is  unlikely  to 
meet  its  fiscal  deficit  target 
for  the  year  of  3.6  per  emit  of 
gross  domestic  product,  a 
budgeted  cut  from  last  year's 
6.1  per  cent. 

Figures  show  that  India's 
revenue  deficit,  the  differ- 
ence between  revenue  and 
expenditure  excluding  inter- 
est payments,  had  already 
reached  Rs364Jlbn  by  Decem- 
ber. against  just  Rsl33.8bn 
for  the  period  a year  ago. 
indicating  the  degree  to 


which  the  government  is 
borrowing  to  finance  current 
spending.  Total  market  bor- 
rowing for  the  period  is 
already  16  per  cent  higher 
than  the  target  for  tbe  full 
fiscal  year. 

With  India's  budget  due  on 
February  27.  officials  are 
hoping  the  government’s 
shaky  finances  will  be  bol- 
stered by  receipts  from 
recently  authorised  share 
“buy-backs"  and  cross-share- 
holdings among  big  state  oil 
and  telecoms  companies. 
Officials  have  also  indicated 
a recent  improvement  in  tax 
revenue  receipts. 

The  final  fiscal  deficit  fig- 


ures for  this  year  will  also 
benefit  from  a recent  revi- 
sion in  the  base  year  for  pri- 
cing the  national  accounts, 
which  has  been  shifted  from 
198031  to  1993-94.  First  offi- 
cial estimates  for  economic 
growth  under  the  rebased 
pricing  yesterday  put  India's 
GDP  growth  for  this  year  at 
53  per  cent,  led  by  a strong 
recovery  in  agriculture. 

The  government’s  monthly 
balance  of  accounts  is  now 
due  to  appear  regularly,  with 
a month's  lag,  on  the  web- 
site of  the  government’s 
Controller  General  of 
Accounts,  cga.nic.in.  which 
was  launched  this  week. 


Estrada  to  meet  separatist  leaders 


By  Tony  TasseB  in  Manila 

Joseph  Estrada.  the 
Philippine  president,  plans 
to  hold  direct  peace  talks 
later  this  month  with  the 
leaders  of  a Moslem  separat- 
ist movement  in  the  coun- 
try’s southern  region  of  Min- 
danao. 

The  move  follows  the 
breakdown  of  a tenuous 
ceasefire  between  the  Philip- 
pine  armed  forces  and  the 
Moro  Islamic  Liberation 


Front  (MILF).  Sporadic  fight- 
ing over  the  past  month  has 
left  at  least  30  people  dead 
and  more  than  80,000  dis- 
placed. 

Discussions  between  gov- 
ernment officials  and  the 
MILF.  which  has  been  fight- 
ing for  an  independent 
Islamic  republic,  have 
already  started  this  week  to 
lay  the  framework  for  more 
senior  level  peace  talks. 

Mr  Estrada  said  he  was 
willing  to  meet  the  MILF 


leader.  Has  him  Salamat,  to 
try  to  achieve  peace  for  Min- 
danao “once  and  for  all”.  He 
said  the  government's  oppo- 
sition to  an  independent 
Islamic  state  was  non -nego- 
tiable. 

The  MILF  has  grown  rap 
idly  in  recent  years  after 
breaking  away  from  the 
Moro  National  Liberation 
Front  (MNLF).  the  main 
secessionist  force,  for  politi- 
cal and  religious  reasons. 

The  MNLF  signed  a peace 


treaty  in  1996  after  more 
than  28  years  of  war  with 
tbe  government  which  paved 
the  way  for  the  creation  of 
an  autonomous  region  com- 
prising four  provinces  in 
Mindanao. 

Tbe  autonomous  region  is 
now  governed  by  a council 
headed  by  MNLF  leader  Nur 
Misuari.  A large  number  of 
the  movement's  soldiers 
have  been  Integrated  into 
the  Philippine  army  and 
police  force. 


CONSTITUTIONAL  DISPUTE  

Britain  defends  decision 
of  HK  appeal  court 

The  British  government  yesterday  came  out  strongly  in 
support  of  Hong  Kong's  Court  of  Final  Appeal,  after  the 
court  was  bitterly  criticised  by  a Chinese  government  offi- 
cial on  Monday.  “Any  move  to  restrict  the  Independent 
judicial  power  of  the  Court  of  Final  Appeal  would  be  a 
matter  of  serious  concern  to  us,”  Britain  said. 

A ruling  by  the  court  last  month  on  citizen  rights  has 
been  attacked  by  mainland  officials  and  academics  for 
what  they  viewed  as  an  attempt  to  assume  powers  of  Chi- 
na’s National  People's  Congress.  The  ruffing  has  been 
widely  regarded  as  the  most  significant  affirmation  of  Hong 
Kong’s  legal  autonomy  since  it  reverted  to  Chinese  rule  in 
1997. 

It  granted  unconditional  right  of  abode  to  children  bom  • 
to  Hong  Kong  residents,  including  illegitimate  children  and 
those  bom  before  their  parents  became  Hong  Kong  resi- 
dents. Yesterday,  the  Hong  Kong  government  said  It  might 
send  legal  experts  to  Beijing  to  explain  the  territory’s  posi- 
tion. Rahul  Jacob,  Hong  Kong 
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BENETTON  GROUP  S.pA 

Registered  Office:  via  visa  Mineiii.  1 - Romano  Venera  iTVl  - Italy 
Issued  and  fuBy-pald  capital  stock:  Ure  453 .39 7. 03 7. 500 
Treviso  Company  Regisier  No.  4424 

NOTICE  OP  EXTRAORDINARY  GENERAL  MEETING 

Stockholders  are  called  to  an  Extraordinary  General  Meeting  to  be  held,  in  first  calling,  at  10.30  a.m. 
on  March  9.  1999,  at  Via  Villa  Mlnelli  1.  Ponzano  Veneto  (TV),  Italy,  or  in  second  calling,  if  needed, 
on  March  10. 1999,  same  time  and  glace. 

AGENDA 

To  resolve  upon  the  modification  of  the  following  articles  of  the  Articles  of  Association: 

Art  11,  Art.  12,  Art.  13,  Art  15,  Art.  16.  Art.  19: 
heading  of  each  article  of  the  Articles  of  Association. 

2.  To  resolve  upon  a bond  issue. 

As  per  art.  26  of  Delibera  Consob  n.  11520  dated  1.07.1998,  the  Board  of  Director  s report  on 
the  proposed  resolutions,  may  be  obtained  by  Stockholders,,  upon  request,  from  the  Company  or 

the  Italian  Stock  Exchange. 

As  per  art.  34  of  Delibera  Consob  n.  11768  dated  23.12.1998,  Stockholders  may  attend  the 
Meeting  upon  possession  of  proper  'Certlflcazione  Monte  TitoT.  According  to  art.  51  of  Delibera 
Consob  n.  11768,  Stockholders,  owners  of  materialized  shares,  should  deliver  them  to  an  sent 
in  order  to  introduce  the  shares  into  the  Sistema  di  Gestlone  Accentraia  of  Monte  Titoii  S.djl  and 
to  obtain  the  proper  "Certificazione  Monte  Titoii'. 

The  above  operation,  as  per  art.  24  of  Delibera  Consob  n.  11768.  can  also  be  requested  to  the 
Company  at  Its  registered  office. 

Luciano  Benetton 

Chairman  of  the  Board  of  Directors 


Supreme  Court  blow  for 
Indonesian  banks 


By  Sander  Thoenes  in  Jakarta 

Indonesia's  Supreme  Court 
yesterday  rejected  aa  appeal 
by  a group  of  banks  to  be 
allowed  to  sue  a company 
for  bankruptcy,  dealing  yet 
another  blow  to  a banking 
sector  that  is  sinking  under 
bad  loan  portfolios. 

The  banks,  led  by  the 
International  Finance  Corpo- 
ration, the  private  lending 
arm  of  the  World  Bank, 
wanted  to  sue  Dharmala 
Agrifood,  part  of  the  Dhar- 
mala Group  of  Indonesia 

The  judges  ruled  that  IFC 
should  have  relinquished  its 
rights  as  a secured  creditor 
before  suing,  although  the 
law  does  not  require  that. 


Lawyers  have  complained 
of  corruption  among  the 
judiciary  bat  also  accuse  the 
government  of  discouraging 
bankruptcies,  for  fear  of  fuel- 
ling unemployment  and 
hurting  weU -connected  busi- 
nesses. 

One  newspaper  reported 
last  month  that  ministers 
had  ordered  state  hanks  to 
stop  seizing  collateral  from 
small  enterprises,  in  support 
of  a government  effort  to 
boost  this  sector. 

Bankers  point  to  the  fail- 
ure erf1  most  bankruptcy  suits 
and  the  unwillingness  of 
state  banks  to  push  for  loan 
repayment  as  a significant 
cause  of  the  steads'  deterio- 
ration of  Indonesian  loan 


portfolios.  Bank  Indonesia 
reported  last  week  that  total 
bank  equity  had  dropped  to 
minus  Rp98,000bn  (Sllbn)  by 
year-end,  with  state  bank 
equity  losing  Rp25.000bn  in 
just  one  month. 

Officials  estimate  that  the 
new  Bank  Restructuring 
Agency  will  take  over 
between  SpiOO.OOObn  and 
Rp200,000bn  in  bad  -loans 
from  recapitalised  banks, 
including  at  least  Rp74.000bn 
from  four  state  banks  which 
are  to  be  merged. 

The  World  Bank  yesterday 
approved  the  release  of  a 
S400m  loan  to  Indonesia,  the 
second  tranche  of  a $lbn  pol- 
icy reform  support  loan 
approved  last  year. 


Gas  deregulation  on  way 

Thailand's  energy  regulatory  board  is  today  expected  to 
approve  the  deregulation  of  the  country's  natural  gas 
industry,  the  National  Energy  Policy  Office  stud. 

The  move  will  remove  the  monopoly  on  gas  transporta- 
tion and  end-user  sales  currently  held  by  the  stale-owned 
Petroleum  Authority  of  Thailand  (PTTj  and  is  a necessary 
precursor  to  the  privatisation  of  PTT  scheduled  for  next 
year.  It  will  also  help  promote  competition  in  the  market 
for  fuel  supply  for  a number  of  privately-owned  electricity 
generating  stations  currently  being  built. 

At  present  natural  gas  producers  in  Thailand  such  as 
Unocal  and  Total  must  seH  their  gas  to  PTT,  which  than 
distributee  It  to  end  users  via  Its  pipeline  network.  Produc- 
ers and  other  intermediaries  are  expected  to  be  given 
access  to  FTTs  pipeline  network  by  paying  a user  fee. 
Ted  Bardadc,  Bangkok 


MALAYSIAN  JUDGE 

Court  setback  for  Anwar 

Anwar  Ibrahim,  the  sacked  deputy  prime  minister  of  Mal- 
aysia, cannot  defend  himself  with  the  theory  that  ha  te  the 
victim  of  a high-level  political  conspiracy,  a judge  ruled 
yesterday. 

“Any  issue  of  political  conspiracy  against  tire  accused,  if 
any.  is  irrelevant”  Augustine  Paul,  the  high  court  judge, 
said.  The  judge  said  the  defence  had  to  stick  to  introduce  ■ 
ing  evidence  that  related  to  the  abuse  of  power  charge5 
now  being  considered. 

The  decision  marked  a significant  setback  for  Mr  Anwar, 
whose  attorneys  had  said  that  conspiracy  would  bathe 
centrepiece  of  their  defence  against  charges  that  Mr 
Anwar  abused  his  power  to  conceal  sexual  misdeeds.  But 
they  said  they  would  now  attempt  to  prove  a conspiracy 
by  the  police.  Sheila  McNulty,  Kuala  Lumpur 
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Economy  will 
test  Jordan’s 
new  king 

King  Abdullah  needs  to  please  foreign 
investors  without  upsetting  the  poor, 
writes  Judy  Dempsey 


When  Jordan’s  Prince 
Hassan,  forma'  crown  prince 
and  brother  of  the  late  King 
Hussein,  appointed  a govern- 
ment last  year,  he  insisted 
economic  reforms  be  coupled 
with  a safety  net  for  the 
poor.  . 

Last  month,  the  govern- 
ment reduced  - for  the  poor 
- the  price  of  a standard  loaf 
of  bread,  from  200  Bis  (28  US 
cents)  per  kilogram  to  iso 
fils.  It  also  promised  to  main- 
tain the  price  for  a year  «md 
cany,  any  increases  in  flour 
prices. 

The  subsidies  cost  the 
finance  ministry  JDism 
($2im),  miniscule  by  interna- 
tional standards,  but  high  by 
Jordan’s,  which  last ■ year 
had  a gross  domestic  prod- 
uct of  S7.5bn,  the  equivalent 
of  $1,600  per  capita. 

The  decision  to  reintrod- 
uce bread  subsidies  is  an 
illustration  of  the  difficulties 
the  new  King  Abdullah 
faces. 

If  he  wants  to  revive  Inter- 
national Monetary  Fund- 
bached  reforms  to  attract . 
foreign  direct  investment  - a 
miserable  JlOQm  last  year  - 
he  risks  social  unrest,  as  wit- 
nessed by  the  1996  riots. 
They  were  precipitated  by 
IMF-supported  bread  price 
rises.  His  army  unit  was 
involved  in  quashing  them. 

If  he  puts  a brake  on 
reforms,  Jordan  will  remain 
an  economic  backwater  for 
investors,  who  already  pri- 
vately bemoan  the  rampant 
corruption,  kickbacks  and 
lack  of  transparency  in  ten- 
ders. 

With  few  natural 
resources  at  his  disposal  - 
except  potentially  lucrative 
phosphate  and  bromine 
deposits  - King  Abdullah 
has  limited  options. 

Further  afield,  Israel  con- 
tinues its  economic  strangle- 
hold on  the  West  Bank,  pre- 
venting Jordan  from 
exporting  there.  United 
Nations  sanctions  on  Iraq 
have  robbed  Jordan  of  its 
main  trading  partner. 

In  short,  from  the  eco- 
nomic point  of  view,  it  is  not 
an  auspicious  start  for  B3ng 
Abdullah. 

Such  a shaky  start  may 
explain  why  the  Clinton 
administration  and  Saudi 
Arabia  have  tried  to  modify 
his  economic  inheritance  in 
a bid  to  shore  up  the  Hash- 
emite kingdom’s  Stability. 

The  US  said  it  would  ask 
Congress  to  provide  quickly 
an  earlier  promised  SSOOnx  In 
additional  bilateral  assis- 
tance. According  to  Asharq 
al-Alsat,  the  Saudi-owned 
newspaper.  Saudi  Arabia 
will  meet  all  of  Jordan's  oil 


needs,  restoring  the  40,000 
barrels  a day  it  stopped  in 
late  1990  after  - Jordan 
refused  to  join  the  US- 
backed  military  alliance 
against  Iraq.  The  Gulf  states, 
according  to  Jordanian  offi- 
cials. have  started  shoring 

up  the  dinar  by.  depositing 
dollars  in  Amman  family 

Michel  Marto,  Jordan’s 
finance  minister,  baa  wel- 
comed such  gestures.  But 
the  minister,  who  for  the 
first  time  has  consolidated 
the  budgetary  accounts, 
knows  the  next  few  mtwifiig 
will  be  crucial  for  the  econ- 
omy. 

Aa  a percentage  of  gross 
domestic  product,  the  deficit 
Is  9.6  per  cent,  excluding 
grants  and  assistance.  But 
for  the  first -time,  the  1999 
budget  includes  the  debts  of 
the  Palace,  thewater  author- 
ity, enterprise  debts  amount- 
ing to  more  than  l per  cent 
of  gross  domestic  product, 
and  unpaid  public  sector 
arrears  of  JD50m. 

The  second  pressure  is  the 
external  debt  Total  external 
debt  last  year  amounted  to 
96.8bn,  or  90  per  cent  of 
gross  domestic  product, 
while  foreign  currency 
reserves  amount  to  about 
Slbn,  enough  for  three 
months  of  imports.  But  this 
year,  at  least  t300m  pay- 
ments of  principal  on  exter- 
nal debts  foil  due. 

An  IMF  delegation  is  in 
Jordan  to  negotiate  terms  of 
a new  three-year  structural 
adjustment  programme.  Mr 
Marto  said  he  hoped  the  IMF 
would  provide  $250m  over 
the  next  three  years,  during 
which  Mma  Jordan  would 
speed  up  privatisation  and 
modernise  its  infrastructure. 

It  Is  an  ambitious  pro- 
gramme, depending  as  much 
on  the  political  will  to  imple- 
ment reforms  as  the  interna- 
tional community's  willing- 
ness to  support  the  new 
king.  With  the  latter  run- 
ning high,  palace  officials 
hope  for  a fruitful  honey- 
moon period. 
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Zimbabwe 
6in  state 
of  crisis’ 

Zimbabwean  civil  - rights 
groups  said  yesterday  Presi- 
dent Robert  Mugabe’s  gov- 
ernment was  in  its  worst  cri- 
sis since  independence, 
Reuters  reports  r.  from 
Harare. 

They  said  the  arrest  and 
alleged  torture  of  local 
reporters  and  a broadside  by 
Mr  Mugabe  against  the  judi- 
ciary undermined  the  law 
and  showed  Increasing  mili- 
tarisation of  the  state. 

“By  any  standard  of  demo- 
cratic governance,  the  Zim- 
babwe government  is  in  a 
state  of  crisis."  the  National 
Constitutional  Assembly 
(MCA),  a coalition  of  church, 
human  rights  and  trade 
onion  groups,  said  in  a state- 
ment. . 

They  said  Mr  Mugabe  was 
leaning  more  and  more 
towards  the  more  “militarist 
and  commandist"  wing  of 
his  government 

Mr  Mugabe  at  the  weekend 
delivered  one  of  his  stron- 
gest attacks  on  his  oppo- 
nents. telling  supreme  court 
judges  who  had  urged  him  to 
reaffirm  bis  government's 
respect  for  the  law  to  quit. 

The  judges'  action  came 
after  the  military  refused  to 
obey  a high  court  order  to 
release  two  journalists  for 

the  Standard  newspaper  who 

had  alleged  there  had  been 
un  army  plot  against 
Mugabe.  A toedicalexamina- 
tion  backed  up  the  men’s 
..iqH*  tba*  they  had  been 
tortured  in  detention.  _ 

Mr  Mugabe  al»  told  tbe 
press  to  expect  no  protection 
if  it  “wilfully  suspends 
truth",  anu  accused  human 
rights  watchdogs  of  under- 
iwteinff  the  loyalty  of  institu- 
tions such  as  the  army. 


Tougher 
bank  rules 
for  Israel 

The  Bank  of  Israel  said 
yesterday  it  planned  to  raise 
capital  adequacy  require- 
ments for  Israeli  banks  to  9 
per  cent  from  8 per  cent  but 

denied  the  measure  signalled 
concerns  about  the  health  of 
the  system,  Reuters  reports 
from  Jerusalem.  . 

Uaniring  officials  said  the 
rise  was  aimed  principally  at 
Bank  Hapoafim,  whose  capi- 
tal adequacy  ratio,  fell  to  B.4 
per  cent  after  the-  bank 
booked  a special  Shklbn 
(3245m)  dividend  payout  in 
the  third  quarter  of  last 
year. 

Hapoalim,  brad's  largest 
bank,  was  acquired  from  the 
Israeli  government  by  an 
investor  group  led  by  Ted 
Arison  in  September  1997  in 
a leveraged  buyout 

There  is  the  matter  erf  pri- 
vatisation. Some  of  the 
banks  wen  acquired,  with 
loans  and  (the  owners)  want 
to  repay  them,"  said  a 
central  bank  official 
who  spoke  on  condition  of 

anonymity. 

“There  is  a difference 
when  a bank  is  owned  by  the 
state,  which  doesn’t  take  out 
profits,  and  when  it  is  con- 
trolled privately  by  owners 
who  do." 

The  Bank  of  ISreel  denied 

that  the  measure,  to  be  dis- 
cussed at  a February  17 
meding  of  the  bank  supervi- 
sion committee,  signalled 
any  concern  about  the  stabil- 
ity of  the  Israeli  banking  sys- 


A Bask  erf  Israel  official 
said,  however,  that  it  was 
taken  ta  fight  of  the  Asian 
qfrpwwfrj  crisis  that  showed 
tte  key  rede  banking  , stabil- 
ity played . In  the  overall 
economy. 


IRANIAN  POLITICS  CONSERVATIVE  DEPARTS  AFTER  MURDERS  OF  OPPOSITION  FIGURES 

Victory  for  Khatami  as  Iran’s 
intelligence  minister  resigns 


Nttfatebad:  resigned  after  We  ministry's  ‘devious  agents'  were 
Inkod  to  murders  of  opposition  figures 


By  Robin  Aden  In  Dubai 

Mohammad  Khatami.  Iran's 
reformist  president, 
appeared  to  have  won 
another  round  in  the  long 
and  complex  power  struggle 
with  conservative  hardliners 
yesterday  with  Che  resigna- 
tion of  Qorbanali  Dorri  Naja- 
the  intelligence  min- 
ister. 

The  intelligence  ministry, 
known  officially  as  the  infor- 
mation ministry,  is  responsi- 
ble for  both  internal  security 
and  foreign  espionage. 

Officially  it  is  answerable 
not  to  the  president  but  to 
Ayatollah  Ali  Khamenei, 
Iran's  supreme  spiritual 
leader,  and  the  ultimate  arbi- 
ter of  Iran’s  foreign  policy. 
Ayatollah  Khamenei  also 
controls  state  radio  and  tele- 
vision, the  armed  forces  and 
Iran's  Revolutionary  Guards. 

According  to  Tehran  state 
television,  Mr  Najafabadl 
said  he  was  leaving  his  post 
“to  create  a suitable  atmo- 
sphere and  the  necessary 
conditions  for  this  powerful 
ministry  to  carry  out  its 
duties". 

Many  of  Mr  Khatami’s 
supporters  had  accused  tbe 


Intelligence  ministry*  and 
the  minister  himself,  of 
being  implicated  in  the  mur- 
der and  unexplained  disap- 
pearances of  six  prominent 
secular  writers  and  national- 
ist politicians  toward  the  . 
end  of  last  year. 

Calls  for  Mr  Najafabadi's 
removal  became  more  insis- 
tent when  last  month  the 
ministry  disclosed  that  its 


Vahed  Moussavi  Lari,  the 
interior  minister  and  Mr 
Khatami’s  own  choice. 

Heading  this  committee, 
as  tbe  joint  nominee  of  both 
Ayatollah  WHawwnai  and  the 
president,  is  Ali  Yitnesi,  a 
conservative  cleric  and  head 
of  Iran’s  military  tribunals 
who  is  now  tipped  by  the 
state  news  agency's  Iran 
Daily,  to  be  the  next  intelli- 


Najafabadi’s  resignation  is  ‘a  definite 
plus’  for  President  Khatami’s 
insistence  on  the  rule  of  law 


own  “devious  agents”  had 
been  involved  in  the  mur- 
ders. Subsequent  investiga- 
tions by  a specially  con- 
vened three-man  committee 
led  to  the  arrest  of  10  “rogue 
agents”  from  the  secret 
police.  They  and  others  are 
still  being  questioned.  None 
has  yet  been  named. 

Despite  calls  last  month 

for  his  removal,  Mr  Najafa- 
badi  not  only  remained  in 
place  but  was  Ayatollah 
Khamenei's  nominee  on  the 
committee,  alongside  Abdol- 


geuce  minister. 

According  to  analysts  in 
Tehran,  Mr  Najafabadi's 
departure  reflects  more  his 
reluctant  acceptance  of 
“ministerial  responsibility” 
tor  the  actions  of  ministry 
employees,  rogue  agents  or 
not,  rather  than  .any 
acknowledgement  that  he 
himself  knew  what  was 
being  done  either  under  his 
authority  or  under  the  cloak 
of  the  ministry. 

To  that  extent,  his  resigna- 
tion. according  to  one  ana- 


lyst. is  “a  definite  plus”  for 
Mr  Khatami’s  cm 

the  rule  of  law. 

Mr  Najafabadi's  resigna- 
tion statement,  however, 
which  refers  to  “recent  pain- 
ful events  leading  to  ruthless 
attacks  by  domestic  and  frm 
eign  enemies  against  the 
country's  great  security 
apparatus  and  its  dedicated 
personnel,”  is  hardly  an 
acknowledgement  of  minis- 
terial involvement  in  last 
year’s  murders;  still  less  of 
his  own  complicity. 

Mr  Najafabadl,  analysts 
point  out,  remains  on  the 
special  team  investigating 
the  recent  murders. 

None  of  these  factors,  how- 
ever, dents  the  widespread 
impression  that  Mr  Khata- 
mi's moderate  campaign  for 
the  respect  of  law  is  eroding 
tbe  secretive  control  of  the 
conservative  hardliners  and 
steadily  discrediting  the 
more  violent  elements 
among  them. 

These  factors  enhance  the 
president’s  authority,  and 
are  all  the  more  important, 
analysts  say,  if  tbe  reform- 
ists are  to  come  out  on  top 
in  nationwide  local  elections 
later  this  month. 


ALCATEL 


Telecom  Income  from  Operations  increases  by  30% 
Consolidated  Net  Income  exceeds  FF  1 5 billion 

1 998  Preliminary  Results  in  line  with  Forecasts 


Alcatel's  1998  Telecom  sector  Sales  increased  by  13.5%  to  EURO  15.2  billion 
(FF  99.8  bcNion)  compared  with  1997  and  Income  bam  Operations  increased  by 
30%  to  BJ?0  0j61  bifian  (FF  4.0  billion)  compared  with  EURO  0.47  billion  (FF  3.1 
bdlion]  as  published  in  the  1 997  accounts.  Sdes  in  tbe  Cables  and  Components 
sedor  declined  by  7.1%  to  EURO  6.8  billion  (FF  44.5  billion),  due  entirely  to  the 
decrease  In  capper  prices,  while  Income  from  Operations  remained  stable  at  EURO 
04  b®on  (FF  2.8  b&on). 

1998  prefimmary  Net  Income  for  the  group  amounted  to  EURO  23  billion  (FF  15.3 
billion),  compared  wifo  EURO  07  billion  (IT  47  biBton)  in  1 997.  This  record  figure 
indudes  a EURO  2.0  bfflion  (FF  137  billion)  after  tax  capital  gain  from  foe  disposal  of 
non-core  assets  and  a EURO  0.4  billion  (FF  2j5  billion)  for  new  restructuring  provisions. 
Income  from  Operations  increased  to  EURO  1.0  billion  (FF  6.5  billion}  due  to  foe 
improvement  in  Telecom  operating  income.  Consolidated  Net  Sales  amounted  to 
EURO  213  b&on  (FF  1393  bffion).  Nat  Debt  amounted  to  EURO  0.3  (FF  27 
bifion),  representing  a gearing  of  3%,  compared  to  26%  in  1997.  Fufly  Muled  EPS 
amounted  to  EURO  13.1  (FF  8 6J2). 


"In  parallel,  Alcatel  is  pursuing  its  transformation  to  establish  itself  as  a key  player  in 
end-to-end  communication  networking.  A first  step  has  been  achieved  with  our 
transmission  and  access  systems  sales  growing  over  40  %,  to  become  the  company's 
growth  driver  both  in  sales  and  profits.  In  this  area,  Alcatel  has  gained  a market 
leadership  position  ranging  from  terrestrid  wireline  and  wireless  systems,  to  undersea 
and  scrteJIfte  networks.  .The  latter  has  doubled  its  size  by  the  formation  in  1998 
of  Alcatel  Space*. 

*1 999  will  be  the  year  for  Alcatel  to  focus  on  foe  second  step,  in  foe  field  of  Internet- 
access  and  routing.  In  addition  to  technology  acquisitions,  Alcatel  will  continue  its  high 
R&D  investment  in  WDM  optical  networking  and  ADSL  systems.  Alcatel  should  see  foe 
first  pay  back  of  its  worldwide  leadership  in  ADSL  technology,  as  many  operators  start 
to  roll  out  large  quantities  of  equipment  in  1 999.* 

*1999  will  also  be  another  year  of  growth  in  sales  and  operating  income  for  Alcatel, 
even  if  it  is  affected  by  foe  continuing  economic  uncertainties  in  certain  parts  of  foe 
world,  particularly  in  Asa  and  South  America.  The  fast  expanding  segments  in  foe 
Telecom  sector  will  more  than  make  up  for  foe  relative  stability  of  traditional  voice 
systems.  All  in  all,  foe  Telecom  sedor  should  maintain  a double-digit  growth  momentum 
in  sales  and  foe  current  trends  in  foe  improvement  of  its  operating  income'. 


122. 


m 


21  jy 


20.1 


3E 


5555 


AS. 


B 


J&. 


-zu. 


an  17*2  ten  My  dfctad  sham 


Alcatel's  1 998  results  reflect  the  company's  new  structure  following  the  sale  of  Ccgdoc 
to  Alstom  and  Aktoa/s  subsequent  slock  market  listing  in  June  1996.  As  of  January  J. 
1996,  these  two  businesses  are  consolidated  under  foe  equity  method,  therefore  the 
sides  and  income  (nom  operations  are  not  included.  1997 figures  have  been  restated  to 
reflect  these  changes.  These  preliminary  results  are  nan-audited. 

▼ Commenting  on  these  preliminary  results,  CEO 
Serge  Tchuruk  said : 

have  met  foe  sdo  <md  operating  income  targets  announced  in  September  for  the 
Telecom  sector  sales  increased  by  around  10%  and  income  from  operations  grew  by 
40%  on  a ywsr-to-year  comparable  basis,  even  though  it  was  slowed  down  in  1998  by 
foe  economic  crises  in  parte  of  foe  world  and  foe  weakness  in  certain  European  markets, 
in  foe  Cables  and  Components  sector,  we've  been  able  to  maintain  our  results  together 
with  an  improvement  In  our  competitive  position,  despite  difficult  market  conditions. 
Our  strong  net  eammgp  for  foe  Group  reflect  foe  excellent  valuation  of  our  asset  sales 
■and  considerably  enhance  foe  financial  strength  of  Alcatel.' 

'Abdel  made  major  advances  during  foe  past  year  in  its  extensive  transformation 
process.  Wbare  now  largely  focused  on  foe  Telecom  marto,  where  our  customer  base 
has  significantly  efivenified  after  winning  strong  positions  with  a number  of  new  operators 
worldwide.  In  foe  US.,  when  DSCs  integration  was  successfully  achieved  in  foe  last 
quarter,  our.  $25  bftaa  telecom  sales  were  up  55%  (33%  exducfing  foe  four  months  of 
DSC  sdes),  confirming  Alcatel's  strong  penetration  in  what  is  now  our  largest  market.' 
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THE  AMERICAS 


‘Shakespeare’  leads  Oscar  nominations 


By  Christopher  Partces 
h Los  Angelas 

Bollywood's  film  pandits 
have  set  the  scene  for  a com* 
petitive  Oscars  night  in 
March  with  a near-record  13 
nominations  for  Shakespeare 

in  Love  and  11  for  Saving 

Private  Ryan,  the  early 
favourite  to  sweep  the  hoard. 

Already  laden  with  three 
Golden  Globes,  a dutch  of 
nominations  from  the  Writ- 
ers' Guild-  of  America,  and 
five  from  the  Screen  Actors' 
Guild,  Shakespeare  in  Lax 
appears  to  have  the  edge 
over  Steven  Spielberg’s  sec- 
ond world  war  drama. 

Life  is  Beautiful  gained 
rare  distinction  with  nomi- 
nations for  best  picture  and 
best  foreign  film,  and  three 
more  to  virtually  guarantee 
a big  night  for  Roberto 
Benigni,  the  Italian  clown 
who  starred  and  directed. 

Although  Joseph  Fiennes, 
who  plays  the  bard  with 
writer’s  block  in  the  Shake- 
spearean comedy  fantasy, 
was  passed  over  in  the  act- 
ing categories,  the  film  has 
won  a place  in  run-offe  for 
all  the  other  main  awards, 
including  best  film,  director, 
actress,  original  screenplay, 
art  direction  and  cinematog- 
raphy. 

The  SAG  membership, 
which  accounts  for  the  big- 
gest single  block  of  votes  in 


Joseph  Rennes  and  Gwyneth  Paltrow  ki  the  Oscar  nominated  “Shakespeare  In  Love* 


the  Academy  of  Motion  Pic- 
tures Arts  and  Sciences 
annual  ritual,  gave  Saving 
Private  Ryan  two  nomina- 
tions in  its  list  last  month. 

The  actors'  awards  will  be 
announced  on  March  7,  fol- 
lowed by  the  Oscars  on 
March  21,  in  a broadcast  that 
could  attract  a record  inter- 
national audience,  and  big 


ratings  for  Walt  Disney’s 
ABC  network,  its  US  distrib- 
utor. 

The  show  has  already  been 
moved  from  its  traditional 
Monday  slot  to  Sunday 
evening  In  an  attempt  to 
draw  weekend  viewers. 

Interest  is  likely  to  be 
piqued  by  the  unusual  and 
narrow  range  of  topics 


covered  by  the  best  picture 
nominations. 

Films  from  the  second 
world  war,  out  of  favour  for 
more  than  a decade,  are 
represented  by  the  efforts  of 
Mr  Spielberg,  Mr  Benigni 
and  The  Thin  Red  Line,  the 
first  film  from  Terrence 
Malick  in  more  than  20 
years.  Elizabeth  completes 


the  list  Overseas  viewers 
will  also  be  drawn  by  the 
strong  international  flavour 
to  the  list  of  finalists. 

Much  of  Saving  Private 
Ryan  was  filmed  in  Ireland. 
The  British  flavour  is 
especially  strong  with 
Elizabeth  nominated  several 
rimgs  and  Sir  Ian  McKellen 
emerging  as  a potential 


"You  won't 
believe  this 


1 have  the  Nokia  Communicator  so  I can  communicate 
any  way  I like.  I make  a lot  of  calls,  of  course,  and  if 
I arrange  a meeting  I make  a note  in  the  calendar.  I 
send  and  receive  faxes  and  e-mail,  and  ( have  a few 
Internet  sites  that  I check  out  once  or  twice  a week. 

And  ifs  very  convenient  to  have  all  my  addresses, 
phone  numbers  and  fax  numbers  where  I need  them  - in  my 
Communicator.  And  now  I have  one  more  way  to  communicate.  I take 
a picture  on  a digital  camera  and  send  the  image  wirelessly  with  the 
Communicator  to  a PC  or  another  Communicator.  This  isn't  a fish  story 
- you' 1 1 believe  It  when  you  see  it" 

Chris  Galea 

Regional  Director 


US  wages  in 
biggest  gain 
for  12  years 


,t  rul  to 


winner  among  the  best 
actors  for  his  put  in  Gods 

and  Monsters. 

Disappointments  for  US 
cinema  fans . included  the 
exclusion  of  John  Travolta, 
fancied  for  his  part  in  A 
Civil  Action,  and  Jim  Carrey 
who  made  an  early  hit 
last  year  in  The  Truman 
Shorn. 


By  Bern*  Bator  h Washington 

US  workers  recorded  their 
biggest  wage  gains  in  12 
years  in  1898  as  their  produc- 
tivity continued  to  grow  at 
rates  not  seen  since  the  mid- 
1980s. 

Nan-agricultural  employ- 
ees' hourly  pay,  adjusted  for 
inflation,  rose  2.6  per  cent 
last  year,  the  Labour  Depart- 
ment reported  yesterday. 
This  is  the  hugest  Increase 
since  a 12  per  cent  gain  in 
1986  and  underlines  the 
strength  of  the  economy 
eight  years  into  the  current 
expansion. 

But  the  pay  increase  was 
paid  for  by  another  signifi- 
cant rise  in  productivity,  or 
output  per  hour,  of  22  per 
cent  in  1998.  That  kept  -unit 
labour  costs,  a vital  indica- 
tor of  inflationary  pressures, 
in  check.  In  1998  as  a whole, 

I those  costs  in  the  non-agri- 
cultoral  economy  grew  by- 
just  2 per  cent,  down  from  a 
rate  of  23  per  cent  a year 
earlier. 

Tfae  past  three  years  have 
been  the  most  impressive  for 
productivity  growth  for 
more  than  10  years.  The 
average  rate  of  productivity 
growth  of  nearly  2 per  cent 
was  double  that  achieved  in 
the  previous  seven  years. 
Most  striking  has  been  the 
growth  in  output  per  hour  at 
manufacturing  companies. 

In  the  fourth  quarter  of 
last  year,  manufacturing 
productivity  expanded  by  5.6 
per  cent  For  1998  as  whole 
the  Increase  was  4.3  per  cent 


NEWS  DIGEST 

IMPEACHMENT 

Clinton  trial  moves 
into  its  final  phase 

President  Bffl  Canton's  Impeachment  trial  limped  into  Its 
final  phase  yesterday  as  foe  US  Senate  moved  behind 
closed  doors  to  deliberate  the  charges  against  Mm. 

With  even  the  House  prosecutors  admitting  that  their 
dosing  arguments  on  Monday  had  changed  few  minds, 
the  only  real  suspense  left  is  whether  there  wffl  be  Repub- 
lican defections  in  the  final  vote  and  if  the  Senate  vrifl 
agree  to  censure  the  president. 

Achieving  the  two-thirds  majority  required  to  convict  the 
president  on  the  two  articles  charging  him  with  perjury  and 
obstruction  of  justice  in  the  Monica  Lewinsky  affair  has 
long  boon  out  of  reach. 

But  several  Republicans  are  now  axpresstag  doubts 
about  the  first  count  raising  the  possibffity  that  the  Senate 
might  not  even  secure  a simple  majority  in  favour  of 
removing  the  president  from  office;  A motion  to  open  the 
deliberations  to  the  public  failed  after  Trent  Lott,  the  Sen- 
ate majority  leader,  decided  not  to  support  the  proposal.  - 
The  vote  in  favour  of  open  discussions  was  59-41,  faffing 
short  of  the  two-thirds  required.  However,  senators  wffl  be 
given  the  opportunity  to  make  public  their  statements  after 
the  final  decision.  Marik  Suzman,  Washington 


WORLD  BANK^  

Drive  to  improve  image 

Keen  to  Improve  the  Image  of  the  World  Bank,  the  head  of 
its  staff  association  has  asked  his  colleagues  for  anec- 
dotes that  "define  the  values  [of  the]  Bank  group”  for  a 
forthcoming  anthology. 

This  would  describe  “life  In  the  trenches  and  on  the  front 
lines  of  the  Bank  group's  war  on  poverty”,  said  Jamil 
Sopher.  “No  anecdote  is  too  small  or  too  trivial,”  and  if  the 
stories  were  entertaining  "so  much  the  better”. 

In  an  Internal  memo  Mr  Sopher  bemoaned  the  "tenibfe 
beating  in  the  media  over  the  past  15  years”.  The  Bank's 
image  in  borrowing  countries  has  sunk  to  new  lows.  "We 
are  consistently  characterised  as  supporting  entrenched 
regimes  and  enabling  the  elite  to  get  richer  while  the  poor 
sink  deeper  Into  poverty  under  the  weight  of  Bank-spon- 
sored programmes  to  Increase  taxes,  increase  food  prices, 
increase  electricity  rates  and  increase  irrigation  charges.” 
wrote  Mr  Sopher.  Nancy  Dunne,  Washington 


BRAZILIAN  STATES 


Stalemate  in  talks  on  debt 

The  Brazilian  government  remained  locked  yesterday  In  a 
political  stalemate  with  the  seven  states  led  by  opposition 
politicians  after  a meeting  with  ministers  to  discuss  the 
states'  debt  repayments. 

Three  of  the  rebel  governors  met  Pedro  Maian,  finance 
minister,  and  two  other  ministers  to  try  to  find  a solution  to 
the  stand-off,  which  Is  undermining  the  government's 
efforts  to  reduce  its  fiscal  deficit 

The  meeting  was  not  conclusive  on  any  point,”  said 
Anthony  Garatinho,  governor  erf  Rio  de  Janeiro,  foe  second 
wealthiest  state. 

The  Impasse  contributed  yesterday  to  the  further  weak- 
ening of  the  Real  against  the  dollar,  which  by  mid-after- 
noon was  trading  at  R$i. 94,  having  closed  at  R$i. 92  on 

Monday  evening. 

The  Real  has  now  devalued  38  per  cent  since  the  gov- 
ernment abandoned  its  dollar  peg  on  January  13.  Econo- 
mists said  the  currency  could  remain  under  pressure 
throughout  February  because  of  heavy  expected  external 
debt  repayments. 

The  seven  opposition  governors  are  demanding  the  fed- 
eral government  opens  renegotiations  over  the  debt  fir®0*" 
cing  deals  they  signed  with  Brasilia  last  year,  alleging  they 
are  unable  to  meet  the  terms.  Geoff  Dyer,  Sfio  Paulo 


On  the  web  today 

• Venezuela  braced  for  cost-cutting  measures 

• New  Hampshire  keen  to  remain  state  that  woukMw 
presidents  woo  first  • Peru  treads  a fine  line 

• Mexico  tightens  lire  on  detention 
htWAwvw^corn/antericas 


the  third  consecutive  year  erf 
gains  above  4 per  cent 
Between  1989  and  1966  the 
average  growth  was  just  26 
percent. 

That  has  led  setae  econo- 
mists to  argue  that  tfae  US 

has  experienced  an  economic 
miracle  in  the  late  1990s.  as 
massive  invwttroont  in  infor- 
mation technology  and  other 
capital  equipment  has 
enabled  the  economy  to 
grow  at  faster  than  prevl. 
ously  estimated  rates  with- 
out prompting  a resurgence 
of  Inflation. 

In  the  past  three  years 
overall  growth  has  averaged 
more  than  35  per  cent  per 
year,  well  above  the  2.4  per 
cent  rate  most  economists 
have  regarded  as  the  econo* 
ray’s  "speed  limit".  Yet  tafia- 
tion  has  actually  dwindled  to 
almost  zero  in  the  past  year. 

Some  economists  think 
productivity  gains  must  hold 
the  key,  but  ether  analysts 
remain  sceptical  erf  the  Idea 
that  the  economy  has  been 
transformed.  They  point  out 
that  productivity  growth 
tends  to  accelerate  when 
overall  demand  growth 
accelerates,  as  companies 
get  greater  output  from 
existing  resources,  while 
inflation  has  been  held  back 
by  . foiling  commodity  prices 
and  a strong  dollar. 

In  the  last  three  months  of 
last  year  productivity  grew 
at  a seasonally  adjusted 
annual  rate  of  3.7  per  emit  hi 
the  non-agrlcultural  econ- 
omy. the  Labour  Departmait 
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Beef  ruling 
puts  pressure 
on  Brussels 


By  ftjy  de  Jonquf&as 

In  London  and  Mefl  Buckley 
In  Brussels 


The  European  Commission 
will  today  take  the.  first 
steps  towards  deciding  how 
to  respond  to  a World  Trade 
Organisation  ruling  against 
the  European  Union’s  12- 
year-old  ban  on  hormone- 
treated  beef. 

Commission  members  are 
expected  to  approve  a paper 
which  sets  out  options  for 
meeting  the  ElTs  WTO  obli- 
gations and  averting  the 
threat  of  a bruising  trade 
confrontation  with  the  US. 

The  EU  has  until  May  13 
to  comply  with  a World 
Trade  Organisation  ruling 
upholding  a US  complaint 
that  the  ban  violates  multi- 
lateral trade  rules,  because  it 
is  not  supported  by  adequate 
scientific  evidence. 

The  US  has  warned  the  EU 
that,  if  it  ignores  the  ruling, 
it  will  fa ce  the  risk  of  trade 
retaliation  and  a confronta- 
tion which  could  dwarf  the 
two  sides'  recent  conflict  in 
the  WTO  over  bananas. 

Washington  wants  the  hor- 
mones ban  lifted  as  soon  as 
possible.  However,  US  offi- 
cials have  indicated  that 
they  recognise  that  could 
arouse  fierce  political  contro- 
versy in  the  EU  and  are  pre- 
pared to  consider  other  ways 
of  resolving  the  dispute. 

Sir  Leon  Brittan,  trade 
commissioner,  is  keen  to 
open  talks  with  the  US  soon. 
But  he  needs  a broad  man- 
date from  the  EU  Council  of 
Ministers,  several  of  whose 
members  face  strong  domes- 
tic opposition  to  sales  of  hor- 
mone-treated beef. 

The  Commission’s  option 


paper  is  intended  to  make 
the  Council  and  the  Euro- 
pean Parliament  aware  of 
the  need  to  resolve  the  issue. 
It  was  drawn  up  under  the 
authority  of  Jacques  Santer, 
its  president,  in  co-operation 
with  Sir  Leon,  Franz  Fis- 
chler,  agriculture  commis- 
sioner, and  Emma  Bonino, 
responsible  for  consumer 
safety.  . 

The  EU  has  commissioned 
several  scientific  risk  assess- 
ments, to  determine  whether 
hormone-treated  beef  endan- 
gers health.  However, -the 
results  will  not  be  complete 
until  early  nert  year. 

One  option  suggested  in 
the  Commission’s  paper  is  to 
keep  the  ban  in  place  and 
negotiate  with  the  US  com- 
pensation for  loss  of  trade,  in 
the  form  of  lower  barriers  to 
other  agricultural  exports. 

Another  possibility  would 
be  to  pay  temporary  compen- 
sation until  the  results  of 
the  risk  assessments  were 
known;  and  reinstate  the 
ban  permanently  if  it  was 
shown  to  be  scientifically 
justified. 

If  the  ban  were  found  to 
have  no  scientific  base,  the 
third  option  would  be  to  hit 
it,  possibly  subject  to  a 
scheme  for  labelling  hor- 
mone-treated beef.  The  US, 
which  would  have  to  agree 
to  such  a scheme,  says  it  is 
ready  in  principle  to  discuss 
the  idea. 

A spokesman  for  the'  US 
trade  representative  cau- 
tiously welcomed  today's 
Commission  debate.  How- 
ever, he  said  the  EU  still  had 
to  show  it  was  serious  about 
resolving  the  dispute  and 
warned  that  the  US  had  not 
ruled  out  sanctions. 


Presidents 


inaugurate 
S America 


pipeline 


By  John  Barham  In  Sio  Paulo 


The  presidents  of  Brazil  and 
Bolivia  yesterday  inaugu- 
rated the  first  stage  of  a 
$2.lbn  pipeline  linking  gas- 
fields  in  eastern  Bolivia  with 
consumers  in  southern  Bra- 


zil. 


The  2.000km  pipeline,  the 
continent's  biggest  infra- 
structure project,  will  begin 
delivering  gas  to  Sfio  Paulo, 
Brazil's  commercial  capital, 
in  March.  Later  this  year 
developers  plan  to  attend 
the  line  1,000km  to  the 
southern  city  of  Porto 
Alegre. 

Petrobras.  the  Brazilian 
national  dl  company,  is  the 
pipeline's  main  shareholder. 
It  selected  a consortium, 
comprising  British  Gas,  El 
Paso  and  BHP  Power  to 
develop  the  pipeline,  which 
will  transport  up  to  30m 
cubic  metres  of  gas  a day 
once  production  has  been 
fully  ramped  up. 

Construction  began  in 
1997,  a year  after  Brazil  and 
Bolivia  signed  a treaty  allow- 
ing the  gas  to  be  trans- 
ported. However,  the  project 
was  first  proposed  as  long 
ago  as  1938. 

The  pipeline  will  provide  a 
lucrative  market  for  Boliv- 
ia's large  gas  fields  and 
broaden  Brazil's  sources  of 
energy.  Nearly  all  Brazil's 
electricity  comes  from 
hvdro-electric  dams  which 
are  subject  to  unpredictable 
rainfall  levels.  The  govern- 
ment's withdrawal  from  the 
electricity  industry  means 
private  capital  is  unlikely  to 

invest  in  new  hydroelectric 

dams.  t • 

Local  and  International 
development  banks  and 
export  credit  agencies  pro- 
vided debt  finance  for  the 
project,  while  Petrobras  and 
Hi s partners  Injected  SS8Sm 
in  equity. 

Critics  of  the  project  say 
the  Brazilian  government 
has  not  built  up  a large 
enough  distribution  network 
to  take  all  the  gas.  which 
they  also  say  is  priced  too 
high. 

The  Sta  Paulo  state  gnv- 
emmeat,  which  hopes  to  sell 
its  gas  distributor  Cogaf  In 
.April  for  up  to  RS2bn 
(USSl.lbn).  says  ft  plans  to 

auction  concessions  enabling 
private  Investors  to  set  up 
new  distribution  networks 
and  so  increase  gas  con- 
sumption. 

The  pipeline  is  a central 
feature  of  Investment  by 
British  Gas  in  South  Amfi> 
tea.  BG  owns  0.4  per  cant  of 
the  pipeline  and  Its  recently 
discovered  gas  reserves  in 
Bolivia  will  later  feed  the 
pipeline. 


S Africa 
planning 
$5bn  arms 
purchase 


By  Victor  MsBet  to  Cape  Town 


South  Africa's  plans  to  buy 
KSOba  (SSbn)  of  weapons 
from  European  manufactur- 
ers to  re-equip  its  armed 
farces  should  be  finalised  by 
mid-year,  Joe  Mod ise, 
defence  minister,  said  yester- 
day. “We  expect  to  sign  this 
agreement  hopefully  around 
May  or  June,"  Mr  Modise 
said. 

The  government  has 
named  “preferred  suppliers", 
including  the  Saab-British 
Aerospace  partnership  for 
the  sale  at  Gripen  fighter  air- 
craft, but  has  yet  to  sign 
firm  contracts. 

Mr  Modise,  who  has  over- 
seen a sharp  cut  In  South 
Africa's  defence  budget  since 
the  end  of  apartheid  in  1994, 
emphasised  the  urgency  of 
replacing  obsolete  equip- 
ment so  that  South  Africa 
could  protect  its  marine 
resources  from  being  “plun- 
dered" by  foreign  fishing 
fleets.  Senior  defence  offi- 
cials say  fishing  boats  from 
countries  such  as  Japan  and 
the  Philippines  have  been 
taking  valuable  catches 
around  Marion  Island,  the 
South  African  territory  in 
the  south  Atlantic. 

“If  we  send  a submarine  to 
those  islands,  I’m  not  sure  it 
will  return  safely.  We  might 
have  to  tow  it  back,”  Mr 
Modise  said.  "That’s  how 
bad  things  are  in  the  navy— 
The  equipment  is  completely 
obsolete  and  it’s  got  to  be 
replaced." 

Mr  Modise  feces  resistance 
to  his  spending  plans  from 
Trevor  Manuel,  finance  min- 
ister, who  has  insisted  that 
the  proposed  purchases  of 
fighter  and  trainer  aircraft, 
helicopters,  ships  and  sub- 
marines must  pass  an  Maffor- 
daWlity  check". 

But  the  pill  has  been 
sweetened  by  <me  of  the  larg- 
est recorded  "offset"  pro- 
grammes. In  exchange  for 
selling  R30bn  of  weapons, 
suppliers  have  promised  to 
invest  R26bn  and  create 
65.000  jobs  in  military  and 
civilian,  industries. 

Projects  include  a new 
floating  dry-dock  for  Durban 
Apr!  investments  in  the  steel 
and  motor  components  sac- 
tor,  Filk,  the  Italian  jewel- 
lery manufacturer,  has  pro- 
posed a factory  to  make  gold 
chains  as  part  of  the  offset 
for  Agnate’s,  supply  of  40 
helicopters. 

South  African  defence 
which  grew  rap- 
idly under  apartheid  because 
ct  sanctions,  suffered  a blow 
yesterday  when  Saudi 
Arabia  shelved  a ».7bn  deal 
to  buy  Sooth  African  howit- 
and  pfiotiMB  planes. 
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s jockey  for  supremacy  in  liberalised  power  markets 

rfor  dlarts  the  surge  in  Cross-temferelecbi^  transacts  accounted  for  tb 


Andrew  Taylor; charts  the  surge  in 
cross-border  electricity  acquisitions 


Electricity  Toark'ets  are 
becoming  increasingly 
international  as  a reSult 
of  a record  number  of  cross- 
border  acquisitions  last  jiiar. 
led  by  US  and  European 
companies.  '■ 

Privatisation  and  liberalis- 
ation of  power  markets 
prompted  a surge  In  ’the 
enterprise  value  (tactadjlng 
acquisition  of  debt)  of  initer- 
national  electricity  dealS  .to 
$49.7bn  during  1998.  '* 

This  was  almost  36  per 
cent  higher  than -in  the  pre- 
vious year,  according  to  the 
global  energy  and  minirig 
division  of  PwC,  the  accotih- 
tants,  in  ah  analysis  of  cross- 
border  electricity  deals.  , 
The  biggest  spending  on 
acquisitions,  strategic  stake- 
building-and  privatisation 
issues  took  place  in.  Europe, 
where  , the  value  of  tnterris- 
tional  transactions  almost 
doubled  to  more  than  $20bn. 

Tbe  value  of  investments 
in  emerging  countries  In 
South  America' and  the  Asia- 
Pacific  region,  however,  fell 
sharply,  reflecting  economic 
problems  in  those  areas. 

From  next  week  European 
Union  countries  will  be 
required,  under  an  EU  direc- 
tive, to  open  up  just  oven  a 
quarter  of  the  region's  elec- 


tricity market  to  competi- 
tion. 

The  prospect  is  expected  to 
prompt  farther  cross-border 
takeovers  and  stake-building 
as  powerful  domestic  utili- 
ties seek  to  reinforce  their 
position  in  the  more  compet- 
itive market. 

EdF,  the  French  state- 
owned  electricity  company, 
in  one  of  the  biggest  deads 
last  year,  bought  London 
Electricity,'  the  UK  capital's 
supplier,  in  a deal  worth 
$3.2bn. 

Imatrari  Voima  (IVO),  the 
Finnish  power  group,  used 
its  Swedish  subsidiary. 
Gullspangs  Kraft,  to  pur- 
chase Stockholm  EnergS  In  a 
deal  worth  $l.95bn.  trigger- 
ing a further  realignment  of 
the  Nordic  power  market. 

Large  European  electricity 
companies  ware  also  active 
in  other  overseas  markets  as 
they  searched  for  greater 
growth  potential. 

Simon  Allen,  European 
head  of  utilities  at  PwC’s 
financial  advisory  services, 
said:  “European  bidders 
accounted  for  59  per  cent  of 
all  cross-border  deals  by 
value  in  the  electricity  sec- 
tor. US  bidders  accounted  for 
another  37  per  cent." 

US  electricity  markets  are 


SmxrfHC 


also  in  the  process  of  being 
liberalised.  This  has  encour- 
aged European  utilities  to 
reverse  the  recent  trans- 
atlantic trend  of  US  power 
companies  making  acquisi- 
tions in  Europe. 

Total  international  invest- 
ment in  North  American 
electricity  assets  jumped 
from  S1.4bn  in  1997  to  $19bn 
last  year,  driven  mainly  by 
European  interest. 

The  two  biggest  US  deals, 
including  acquisition  of 
debt,  involved  two  UK  utili- 


ties: Scottish  Power’s  $Tl.Sbn 
agreed  purchase  of  Pacifi- 
Corp  and  National  Grid's 
$4.6bn  agreed  bid  for  New 
England  Electrical  Systems. 
Both  offers  have  still  to  be 
approved  by ’US  authorities. 

Sithe  Energies,  which  is  60 
per  cent-owned  by  Vivendi, 
the  French  multi-utility  and 
29  per  cent  by  Manibeni,  the 
Japanese  trading  company, 
bought  23  power  plants  from 
the  energy  group  GPU  for 
$1.68bn  and  another  12  from 
Boston  Edison  for  5657m. 


Swiss  and  German  compa- 
nies also  made  US  power 
acquisitions. 

“If  these  deals  are  success- 
ful.” said  Mr  Allen,  “they 
could  open  the  door  to  more 
transatlantic  deals  wltb 
European  utilities  facing 
deregulation  in  their  home 
markets,  looking  for  growth 
opportunities  in  the  liberali- 
sing markets  of  North  Amer- 
ica." 

US  companies,  although 
less  predatory  than  of  late  in 
European  markets,  still 


accounted  for  the  largest 
deal  last  year:  Texas  Utili- 
ties’ $12. 52 bn  takeover  of 
Energy  Group,  the  UK’s  larg- 
est electricity  supplier. 

The  US  was  also  the  most 
active  single  country  in 
terms  of  the  number  and 
value  of  international  pur- 
chases, accounting  for 
almost  a third  of  all  cross- 
border  acquisitions  last  year. 

French  companies,  led  by 
EdF  and  Vivendi,  were  the 
most  active  European  bid- 
ders, accounting  for  15  per 
cent  of  deals  either  com- 
pleted or  agreed. 

The  privatised  UK  electric- 
ity market  remained  the  top 
European  target  for  foreign 
investors  despite  the  deci- 
sion by  some  US  owners  to 
sell  recently  purchased  UK 
subsidiaries. 

The  largest  fall  in  activity 
was  in  the  Asia-Pacific 
region,  reflecting  a slow- 
down in  investor  interest 
after  the  economic  problems 
that  began  with  the  collapse 
of  the  Thai  currency  in  mid- 
1997.  The  total  value  of 
cross-border  electricity 
acquisitions  in  the  region 
fell  to  S2.6bn  last  year  from 
$12bn  in  1997. 

There  are  signs,  however, 
that  invester  confidence  is 
beginning  to  return,  particu- 
larly in  the  Philippines  and 
Thailand. 


a-remy  martin 
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‘Arms-to-Africa’  officials  condemned 


By  Andrew  Parker, 

Pofitical  Correspondent 

Senior  officials  in  tie 
Foreign  Office  were  yester- 
day condemned  by  MPs  for 
foiling  to  give  ministers 
early  warning  of  the  "arms- 
to- Africa”  affair. 

Donald  Anderson,  chair- 
man of  the  House  of  Com- 
mons foreign  affairs  commit- 
tee, which  produced  a report 
on  the  issue,  said  a depart- 
ment that  prided  itself  on 
being  the  Rolls-Royce  minis- 
try of  government  was  on 
closer  examination  operating 


like  an  old  and  decrepit  car. 

Tony  Blair,  the  prime  min- 
ister, yesterday  dismissed 
the  MPS’  severe  criticism.  He 
took  the  highly  unusual  step 
of  attacking  the  report  by 
the  Labour-dominated  com- 
mittee, which  said  the  For- 
eign Office  should  be 
assessed  by  management 
consultants. 

The  report  highlights  how 
the  Foreign  Office  in  London 
wrongly  gave  the  impression 
to  its  overseas  staff  and  par- 
liament that  the  UN  arms 
embargo  applied  only  to  the 
junta  that  ousted  Sierra 


Leone's  elected  government 
in  May  1997.  This  led  Peter 
Penfold,  British  high  com- 
missioner to  Siena  Leone, 
wrongly  to  give  a degree  of 
approval  to  a plan  by  San- 
dline International,  a Lon- 
don-based company,  to  help 
the  exiled  government. 

The  report  also  says  three 
senior  officials  - Sir  John 
Kerr,  permanent  under  sec- 
retary, Richard  Dales,  direc- 
tor of  the  Africa  command, 
and  Ann  Giant,  head  of  the 
Africa  equatorial  section  - 
failed  in  their  duty  to  alert 
ministers  to  Sandline’s  sup- 


ply of  arms  to  Sierra  Leone. 

“The  way  in  which  no  one 
with  a right  to  put  papers  up 
to  ministers . . .did  in  fact  do 
so  reveals  at  best  political 
naivete,  and  at  worst . . . con- 
tempt for  civil  servants' 
duties  towards  their  minis- 
ters.” the  report  adds. 

The  “arms-to- Africa”  affair 
erupted  in  May  when  it 
emerged  that  Sandline  had 
apparently  breached  a UN 
embargo  by  supplying  arms 
to  Sierra  Leone.  Sandlins 
claimed  it  had  approval  from 
the  UK  government.  That 
embarrassed  Robin  Cook, 


foreign  secretary,  and  his 
drive  to  bring  an  “ethical 
dimension"  to  foreign  policy. 

Mr  Cook  initially  appeared 
to  blame  officials  but 
declined  to  take  disciplinary 
action  after  criticism  from 
an  independent  inquiry  in 
July.  The  independent 
inquiry  cleared  Foreign 
Office  ministers  and  officials 
in  London  of  authorising 

Sandline's  supply  of  arms 

worth  $lOra  to  the  ousted 

government  in  February  last 

year.  But  the  committee  says 
it  cannot  conclude  with 
“absolute  certainty”  that 


i 

officials  explicitly  told  San- 
dline  in  January  1998  “that 
arms  supplies  to  [the  ousted 
government]  were  ntegar*  - 

The  report  criticises  Mr 
Cook  for  initially  refusing 
access  to  documents  and 
blocking  its  request  to  sjxak 
to  UK. 

Miohari  Howard,  the  oppo- 
sition Conservative  party's 
shadow  foreign  secretary, 
called  for  Mr  Cook's  resigna- 
tion. Conservative  commit- 
teelmembers  did  not  endorse 
thd  report  because  they 
wanted  to  criticise  ministers  1 
to  a greater  extent 


EUROPEAN  REGIONAL  AID  JOINT  DELEGATION  WARNS  THAT  CUTS  COULD  COME  AT  JUST  THE  WRONG  TIME  _ 

Northern  Ireland  urges  EU  to  preserve  funding 


By  Ralph  Atkins  in  Bonn 

Senior  Northern  Ireland 
politicians  voiced  optimism 
yesterday  that  Brussels  and 
Bonn  would  back  granting 
the  region  special  status 
under  European  Union 
regional  aid  rules,  avoiding  a 
threatened  funding  cut 
Speaking  in  Bonn,  David 
Trimble,  first  minister  in  the 
new  Northern  Ireland 


administration,  warned  that 
the  region  could  face  “a  very 
significant  reduction  at  just 
the  wrong  time"  if  normal 
criteria  were  applied. 

Germany  holds  the  EU 
presidency  and  is  seeking 
agreement  on  the  so-called 
“Agenda  2000”  overhaul  of 
European  finances  at  a sum- 
mit in  Berlin  at  the  end  of 
next  month.  Bonn  wants 
strict  financial  disciplines 


imposed  ahead  of  the  EU*s 
planned  enlargement  to 
include  former  Communist 
countries  in  eastern  Europe. 

In  the  past  six  years. 
Northern  Ireland  has 
received  Ecul.Tbn  in  EU 
Ainding  but  is  set  to  lose  its 
“Objective  One  status”,  the 
most  beneficial  category  for 
less  well-off  regions. 

The  Northern  Ireland  dele- 
gation held  talks  with  G Ou- 


ter Verheugen.  European 
minister  in  the  Bonn  foreign 
ministry.  It  was  met  earlier 
in  Brussels  by  Jacques  San- 
ter.  Commission  president. 

Mr  Trimble  said:  “This  is 
not  the  timp  for  the  people  of 
Northern  Ireland  to  be  told 
their  achievements,  in  terms 
of  moving  away  from  vio- 
lence and  towards  peace,  are 
to  be  rewarded  in  a cut  in 
support  from  the  European 


Union.”  He  said  maintaining1 
existing  levels  of  EU  aid 
would  not  set  a precedent 
because  Northern  Ireland 
was  “absolutely  unique”. 
The  region  needed  help 
moving  away  from  an  econ- 
omy dominated  by  the  pub- 
lic sector. 

Seamus  Mallon,  deputy 
first  minister,  said  the  dele- 
gation was  “very  pleased 
with  the  response”  from  its 


discussions.  He  said  it  would 
b£  a “tragic  irony”  if  the  EU 
cime  up  with  a package  for 
Northern  Ireland,  but  local 
politicians  “were  not  in  a 
position  to  take  it  on”.  The 
peace  process  is  threatened 
by  the  pro-British  unionists’ 
insistence  that  the  Irish 
Republican  Army  begin  to 
disarm  before  Sinn  F&n.  its 
political  wing,  takes  seats  in  I 
the  new  executive.  I 
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i he-  old  canals  start  to  fill  critic  sm a.  U boats 


makvna  their  daily  coins. 
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news  digest 

LONDON  AIRPORTS 

Italian  flights  expected  to 
boost  passenger  numbers 

London's  Stansted  airport  is  today  mqsected  to  announce 
a 50  per  cent  increase  In  passenger  numbers  for  Jammy, 
fuelled  by  a battle  between  airlines  offering  law-fore  ser- 
vices to  Italy.  Congestion  at  the  much  bigger  Heathrow 
and  Gatwick  airports  has  led  to  a rapid  Increase  in  akfeias 
beginning  new  services  from  Stansted,  north-east  of  the 
capital.  Passenger  numbers  at  the  airport  are-expected  to 
rise  32  per  cent  to  7.25m  fo  the  year  to  March,  with  mom 
than  40  per  cent  of  the  increase  coming  from  services  to 
Italy.  The  expected  rise  compares  with  an  increase  of  n.i 
per  cent  to  5-5m  in  the  year  to- March  1998.  Until  last  year. 
KLM  UK.  which  flew  to  Milan,  was  the  only  airSne  operat- 
ing from  Stansted  to  Italy.  But  Alitalia  has  begun  services 
to  Turin.  Go,  the  British  Airways  low-cost  offshoot,  and 
Ryanair,  the  Irish  no-hffis  abfine.  have  begun  flying  on  sev- 
eral Italian  routes  from  Stansted  Ryanair  is  expected  to  - 
announce  new  services  from  Stansted  to  Italy  today.  Mich- 
ael O'Leary,  chief  executive,  saki  yesterday  the  impact  of 
Ryanak  and  Go  Iras  resulted  fra  massive  cannrbaSsatkin ' 
of  BA’s  market  share”.  Michael  Skaptokar,  London 

RAfl.  SERVICES ' ' „ ~ 

Virgin  places  order  with  Alstom 

Virgin  Rail  yesterday  placed  a £1.25bn  ($2.05bn)  order  for 
53  225kph  tiling  trains  with  Alstom,  the  Anglo-French 
reding  stock  marmfoefurer.  Fiat  Ferroviaria,  of  Italy,  wS 
supply  the  toting  technology.  The  bars  will  be  assembled 
at  Alstom's  Washwood  Heath  factory  in  the  English  Mid- 
bends.  This  is  the  biggest  UK  rad  contract  for  several 
decades  and  marks  a high  point  in  the  revival  of  the  rafl 
supply  industry  following  rad  privatisation,  Alstom  said.  The 
roiling  stock  contract  complements  a £2.1bn  scheme  for 
Rmltrack,  the  rail  infrastructure  owner,  to  upgrade  the 
880km  west  coast  line  between  London  and 
Scotland  - which  was  last  modernised  in  the  lata  1960s 
and  1970s  - with  new  track,  signalling  and  train  control  - 
systems.  Charles  Batchelor,  London 


THE  ECONOMY • 

Downturn  ‘not  as  bad  as  80s’ 

Manufacturers  believe  the  current  downturn  will  not  turn 
out  to  be  as  bad  as  the  recessions  of  the  earfy  1980s  and 
1990s,  according  to  a survey  yesterday.  The  Confederation 
of  British  Industry,  the  employers'  lobby,  and  Business 
Strategies,  a consultancy,  reported  that  manufacturers' 
confidence  is  still  foiling  though  at  a slower  rate  than  at 
the  time  of  the  previous  survey,  in  October.  Conditions  will 
remain  difficult  until  at  least  the  end  of  the  year,  by  which 
time  the  sector  w 31  have  bean  in  technical  recession  - 
successive  quarters  of  falling  output  - for  more  than  a 
year  and  a half,  sad  Sudhir  Junankar,  the  CBfs  associate 
director  of  economic  analysis.  Last  week’s  interest  rate  cut 
Is  expected  to  have  made  Bttie  immediate  improvement 
added  Mr  Junankar.  “There  are  dear  signs  of  deflation  in 
manufacturing  - prices  are  the  weakest  since  1958,”  he 
said.  “The  recent  cuts  in  interest  rates  aren't  enough  to 
turn  things  around,  although  they  do  have  an  ameliorating 
effect”  Melanie  CarroB,  London 


EXPORTS 

Minister  urges  languages  drive 

Companies  are  losing  Unions  of  pounds  of  exports  every 
year  because  of  poor  language  sitiBs,  Brian  WBson,  trade 
minister,  said  yesterday.  'Failure  in  the  abffity  to  communi- 
cate effectively  and  efficiently  withTucrative  export  markets 
in  Europe,  Latin  America  and  Asia  Pacific  means  that  for 
many  British  firms  more  than  a quarter  of  their  potential 
revenues  are  at  risk,"  Mr  Wilson  told  the  launch  of  the 
National  Languages  for  Export  Awards  in  London. 

The  UK  has  the  poorest  language  skills  base  in  the 
European  Union,  with  74  per  cent  of  UK  companies  saying 
they  have  employees  with  foreign  language  skills  com- 
pared with  89  per  cent  in  Germany  and  84  per  cent  in 
Ranee.  Sr  Peter  Parker,  chairman  of  the  National  Lan- 
guages for  Export  Campaign,  said:  “Today  UK  exports  to 
traditionally  English-speaking  markets  make  up  only  25  per 
cent  of  total  exports.  Furthermore,  more  UK  firms  have 
been  involved  in  takeover,  merger  and  joint  venture  activi- 
ties worldwide  than  any  other  European  country  over  the 
past  two  years."  Sathnam  Sanghera,  London 
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Changes  to 
licence 
plate  lead 
to  track 
sales  dip 

Statistics  from  the  Society  of 
Motor  Manufacturers  and 
Tra tiers  show  that  registra- 
tions of  new  commercial 
vehicles  fell  by  more  than  11 
per  cent,  year  on  year,  to 
2(1682  in  January,  John  Grif- 
fiths writes.  As  with  car  reg- 
istrations - which  fell  by 
nearly  22  per  cent  in  Janu- 
ary - the  industry  does  not 
regard  the  dgcHneg  as  indica- 
tive-of  imminent  recession. 

Dealers  say  many  commer- 
cial vehicle  operators,  along 
with  car  owners,  are  delay- 
ing taking  delivery  until  the 
T licence-plate  prefix 
becomes  available  on  March 
1.  The  dip  is  not  as  pro- 
nounced as  with  cars 
because  vans  and  trucks  are 
less  likely  to  be  discretion- 
ary purchases  and  some 
operators  remain  on  fixed 
ordering  cycles. 

The  SMMT  expects  the 
decline  to  continue  in  Febru- 
ary as  more  buyers  opt  to 

wait  for  the  T plate.  A simi- 
lar pattern  is  expected  in 
July  and  August  in  the 
rim-up  to  the  introduction  of 
the  V plate  an  September  l. 

The  patterns  moan  March 
and  September  are  expected 
each  to  account  for  around 
15  per  cent  of  the  year’s" 
sales  - twin  peaks  that  are 
much  more  manageable  for 
dealers  than  the  previous 
system  of  an  annual  prefix 
change  on  August  l.  Last 
year  around  a quarter  of  the 


UK  new  car  registrations: 
January  1999  
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year's  car  sales  »ere 
bundled  into  August  with8 
slightly  smaller  peak 
commercial  vdiides. 

The  resistance 
“Impulse”  buying  in  the 
tracks  sector  shows  up  “ 
the  year-on-year  fall  of  o off 
3JS  per  cant  to  .3.740  I01 
vehicles  over  3^  tonnes' 
Registrations  of  light  van* 
mainly  derived  from 
were  HA  per  cent  tower® 
5,981  and  those  of  pand  va®3 
b?  115  per  cent  to  9.766. 
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Setback  for 
lung  cancer 
victims  in 
tobacco  case 
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wm  Master  middleman  takes  centre  stage 

5 5*  _ tn  Hr. " mare  to  administer  and  v< 


By  John  Mason, 

Law  Courts  Correspondent 
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Lung  cancer  victims  hoping 
to  sue  two  UK  tobacco  com- 
panies yesterday  suffered  a 
setback  when  a High  Court 
judge  in  London  ruled  that 
many  of  them  had  started 
legal  proceedings  too  late. 

The  judge  ruled  that  eight 
of  the  nine  test  cases 
brought  against  Imperial 
Tobacco  and  fiwituhw  were 
time-barred  because  writs 
were  served  more  than  three 
years  after  victims  were 
diagnosed  as  suffering  from 
smoking-related  Illnesses. 

The  decision  was  a setback 
for  those  bringing  the 
ground-breaking  legal  action 
but  the  main  trial  is  still 
expected  to  go  ahead  in  Jan- 
uary next  year  with  fewer 
people  pursuing  the  action. 

Leigh  Day  and  Irwin 
Mitchell,  the  law  firms  act- 
ing for  the  victims,  said  after 
the  ruling;  “Obviously  many 
clients  will  be  disappointed 
by  the  judgment.  We  now 
have  to  consider  this  very 
carefully  to  determine  how 
next  to  proceed.” 

Lawyers  acting  for  the  vic- 
tims have  previously  said 
they  win  continue  the  action 
even  if  defeated  on  the  time- 
bar  issue.  But  they  win  now 
have  a smaller  pool  of  people 
from  which  to  select  new 
test  cases. 

The  law  firms  represent  52 
people  trying  to  sue  the  two 
companies.  Nine  were  picked 
to  become  test  cases  when 
the  main  trial  starts.  The 
ruling  over  eight  of  these 
nine  means  other  victims 
with  possible  time  bar  prob- 
lems must  now  go  to  court 
to  show  why  they  should  be 
allowed  to  proceed. 

Only  16  of  the  original  52 
remain  unaffected  by  the 
ruling  and  are  able  to  bring 
' 1 their  actions  next  January. 


Both  companies  welcomed 
the  ruling.  GaEaher  said  it 
reduced  the  number  of 
issues  the  court  would  have 
to  consider  next  year.  The 
company  said  it  remained 
confident  of  its  ability  to 
defend  Itself  in  court  and 
would  not  be  settling  any 
cases  before  then. 

Imperial  said  it  was  not 
surprised  by  the  ruling, 
which  was  in  line  with  previ- 
ous decisions.  “We  are 
advised  that  we  have  strong 
defences  against  all  such 
cases,  and  if  the  remaining 
ones  proceed  to  court  we 
will  defend  ourselves  vigor- 
ously," it  said. 

The  test  case  victims  claim 
they  contracted  their  ill- 
nesses because  cigarettes 
they  bought  in  the  1960s  and 
1970s  contained  more  tar 
than  was  reasonably  safe  or 
appropriate.  Their  lawyer 
said  neither  company  - 
between  them  they  have  80 
per  cent  of  the  market  - had 
publicly  accepted  that  ciga- 
rettes caused  lung  cancer 
.and  that  risk  rose  with  tar 
content 
dive  Bates,  from  Ash,  the 
anti-smoking  pressure 
group,  said  the  tobacco  com- 
panies had  repeatedly  used 
technicalities  to  try  to 
“derail”  the  case.  -“Over 
30,000  people  die  from  lung 
fflrww  each. year  as  a result 
of  grnnldng  and  it  is  vital 
that  the  court  decides  what 
responsibility  the  tobacco 
companies  bear,"  he  said. 

The  Roy  Castle  Founda- 
tion, a lung  <*n«gr  charity, 
said:  "Ninety  per  cent  of 
lung  cancer  patients  are 
dead  within  three  years  of 
most  of  them  from 
the  poorer  sections  of  society 
and  how  are  they  expec- 
ted... to  put  together  the 
funds  and  the  expertise  to 
bring  a successful  group 
action?" 


The  London  Clearing  House,  once  an 
afterthought,  is  expanding  its  operations. 
Edward  Luce  examines  its  significance 
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David  Haidy:  don’t  want  to  praamt  ouradves  as  aspiring 

masters  of  the  universe  Ashl^Aatwood 


The  business  of  clearing 
is  emerging  from  the 
shadows,  as  the  London 
Clearing  House  embarks  on 
an  ambitious  phase  of  inter- 
national expansion 
David  Hardy,  chief  execu- 
tive, plays  down  any  sugges- 
tion the  LCH  Is  harbouring 
overweening  ambitions.  “We 
don’t  want  to  present  our- 
selves as  aspiring  masters  of 
the  universe,  but  dealing  is 
becoming  much  more  cen- 
tral to  the  concerns  of  finan- 
cial markets, H he  says. 

The  LCtTs  main  asset  is 
the  market’s  dread  of  risk  - 
an  increasing  fear  in  the 
aftermath  of  the  Russian 
debt  default  and  numerous 
related  -fmarirfai  panics  over 
the  last  few  months.  As  the 
“central  counterparty"  on  all 
trades  it  dears,  the  LCH 
in  effect  eliminates  risk  for 
its  members  (there  is  always 
a tiny  risk  of  default).  . 

For  example,  the  LCH  acts 
as  the  central  counterparty 


for  trading  .on  the  London 
International  Financial 
Futures  and  _ Options 
Exchange.  If  you  trade  a 
future  or  option  on  Liffe, 
your  position  immediately 
becomes  an  exposure  to  the 
LCH  rather  than  the  person 
from  whom  you  have  bought 
or  sold  the  derivative.  The 
same  applies  to  your 

counterparty.  The  LCH.  in 

the  middle  of  the  trade,  elim- 
inates any  further  interface 
between  tire  two  sides. 

This  means  you  can  con- 
tinue trading  derivatives 
without  worrying  about 
whether  the  other  party  will 
deliver  on  their  side  of  the 
bargain. 

“It  [a  central  counterparty] 
buys  you  peace  of  mind," 
says  John  Langton,  chief 
executive  of  the  Interna- 
tional Securities  Markets 
Association  in  Zurich.  “And 
having  peace  of  mind 
enables  you  to  do  all  sorts  of 
things  you  would  not  other- 


wise want  to  do. 

The  LCH  is  also  central 
counterparty  to  the  London 
Metals  Exchange,  Trade- 
point,  the  electronic  trading 
system  for  UK  shares,  and 
the  International  Petroleum 
Exchange. 

But  the  LCH  is  soon  to 
launch  operations  to  clear 
the  non-exchange  traded 
derivatives  market,  includ- 
ing the  burgeoning  global 
Interest  rate  swaps  market 
and  the  rapidly  growing 
securities  repurchase  (repos) 
market  in  Europe.  The  clear- 
ing house  also  has  ambitions 
to  move  Into  other,  mostly 
informal,  markets  that  lack 
a central  counterparty. 

This  sounds  unglamarous, 
but  bankers  and  brokers  see 
the  spread  of  central  clear- 
ing as  one  of  the  most  radi- 
cal changes  to  financial  mar- 
kets in  years.  LOTS  success 
- or  failure  - could  have 
far-reaching  implications  for 
London's  position  as 
Europe's  fiwwnriai  centre. 

“We  have  thousands  of 
swaps  and  derivatives  con- 
tracts with  other  hanks  and 
brokers,  which  is  a night- 


mare to  administer  and  very 
expensive  to  provision 
against  [set  aside  capital  In 
case  your  counterparty 
defaults],’’  said  a US  banker. 
“Having  a central  counter- 
party does  away  with  all  this 
at  one  stroke.  It  turns  the 
over-the-counter  market  into 
an  exchange-like  market.” 

The  LCffs  expansion  into 
areas  where  other  clearing 
houses  have  feared  to  tread 
has  been  made  possible  by 
the  explosion  in  the  use  of 
QTC  (non-exchange  traded) 
derivatives  over;  the  last  few 
years.  Trading  of  QTC  deriv- 
atives now  dwarfs  volumes 
of  listed  products  on  the 
exchanges.  “When  you 
thought  of  the  City  five 
years  ago,  you  focused  on 
the  London  Stock  Exchange, 
Liffe,  the  Bank  of  England 
and  possibly  the  LCH  as  an 
afterthought,"  said  a senior 
hanker. 

“Nowadays  Liffe  is  proba- 
bly the  afterthought  and  the 
Rank  of  England  has  an 
uncertain  future  if  the  UK 
enters  Emu.  The  LCH,  on 
the  other  hand,  springs  to 
rmnri  immediately." 


Murder  charges  open  nation’s  first  war  crimes  trial 


By  John  Mason, 

Law  Courts  Correspondent 


The  UK’s  first  war  crimes 
trial  began  in  London  yester- 
day when  a former  police- 
man was  accused  of  murder- 
ing four  Jews  in 
German-occupied  Belorussia 
in  1942. 

Anthony  Sawoniuk,  77,  of 
east  Tendon,  killed  Jewish 
men  and  women  who 
escaped  an  earlier  massacre 


by  German  soldiers,  the 
court  heard. 

“The  evidence  indicates  in 
our  submission  that  the 
flyfanHant  not  only  was  pre- 
pared to  do  the  Nazi  bidding, 
but  carried  out  their  geno- 
cidal  policy  with  enthusi- 
asm," John  Nutting,  prose- 
cuting, said. 

The  prosecution  is  the  first 
to  be  brought  in  the  UK  fol- 
lowing the  1991  War  Crimes 
Act 


This  allows  UK  courts  to 
try  anyone  living  in  the 
country  who  is  accused  of 
committing  war  crimes  any- 
where during  the  second 
world  war. 

Mr  Sawoniuk  denies  four 
counts  of  murdering  a angle 
Jewish  person. 

Mr  Nutting  told  the  jury 
that  three  of  these  counts 
related  to  occasions  when 
Mr  Sawoniuk  was  alleged  to 
have  murdered  a number  of 


Jews.  But  the  law  did  not 
allow  a murder  charge  to 
relate  to  the  death  of  more 
than  one  person. 

Mr  Sawoniuk  lived  in  the 
town  of  Domachevo  in  the 
German -occupied  Soviet 
Union,  the  court  heard.  The 
bulk  of  the  town’s  popula- 
tion of  more  than  3.000  were 
Jewish  and  were  forced  by 

the  German  army  to  live  in  a 
ghetto  in  the  centre  of  the 
town. 


Mr  Sawoniuk  volunteered 
to  be  a policeman  within 
three  days  of  the  Nazi  occu- 
pation and  searched  people 
leaving  or  entering  the 
ghetto,  the  court  heard.  In 
August  1942,  the  Germans 
gave  orders  for  all  Jews  in 
the  area  to  be  killed  within  a 
month. 

Nearly  3,000  of  them  were 
then  massacred  in  Domach- 
evo in  a single  day. 

There  was  no  evidence 


that  Mr  Sawoniuk  had  par- 
ticipated in  this  massacre, 
the  prosecutor  said. 

But  the  evidence  that  he 
murdered  Jews  was  “irresist- 
ible”. 

The  jury  will  next  week 
visit  Domachevo,  now  part 
of  Belarus,  to  see  the  scene 
of  the  alleged  murders.  This 
will  be  the  first  time  a UK 
court  has  been  convened  In 
another  country.  The  case 
continues. 


Watchdog  attacks  broker  funds’  performance 


By  Joan  Eagtesham 

In  London 


The  “deteriorating  (and! 
very  poor"  performance  erf 
the  £lbn  (*L64bn)  of  invest- 
ment funds  managed  by  UK 
Independent  financial  advis- 
ers was  yesterday  attacked 
by  the  sector’s  watchdog. 

The  Personal  Investment 
l Authority  also  announced 


new  controls  on  the  sector, 
which  has  halved  in  size 
over  the  past  two  years 
because  of  increased  regul- 
atory pressure. 

The  funds  could  “disap- 
pear altogether"  unless 
advisers  can  turn  round 
their  dismal  track  record, 
warned  David  Peffer,  the 
authority’s  chief  executive. 

Broker  funds,  as  these 


investments  are  known, 
have  drawn  intense  criticism 
from  consumer  groups  and 
from  IF  As  who  have  decided 
to  stay  out  of  this  market 
The  funds  are  run  by  life 
assurance  offices  or  unit 
trust  groups,  but  with  all 
investment  decisions  taken 
by  IF  As.  This  imposes  a 
layer  of  double  charging:  the 
IFA  levies  a management  fee 


on  top  of  charges  for  the 
underlying  unit  and  invest- 
ment trusts  in  the  fond. 
“Existing  investors  should 
ask  themselves  if  they  are 
getting  value  for  the  extra 
charges,”  said  Mr  Peffer. 

Performance  figures 
published  by  the  regulator 
yesterday  suggest  the 
answer  to  this  question  will 
generally  be  negative.  “On 


average,  the  performance 
was  notably  worse  than  sim- 
ilar life,  pensions  and  unit 
trusts  which  are  not  broker 
funds."  the  PIA  said. 

The  2.5  per  cent  annual 
growth  of  the  typical  life 
broker  fond  over  the  last 
five  years  is  just  over  half 
the  A6  per  cent  achieved  by 
non-broker  fund  equivalents. 

The  regulator  will  In 


future  force  IF  As  whose 
funds  have  underperformed 
the  relevant  benchmark  to 
write  to  clients  each  year 
explaining  why  this  hap- 
pened. The  supervision  of 
IF  As  in  the  broker  fund  mar- 
ket is  also  being  stepped  up. 

But  the  HA  defended  its 
decision  to  resist  earlier 
fgTis  from  consumer  groups 
to  ban  broker  funds. 
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MANAGEMENT 
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JOHN  W.  HUNT 

ADVISES 


Working  in  a rich  human  vein 


Effective  personnel  staff  see  themselves  as  specialists  operating  at  the  heart  of  the  business 


Dear  Professor  Hum, 

My  daughter  will  finish  at 
university  next  summer,  when  she 
will  graduate  with  a modem 
languages  degree.  She  has 
expressed  an  interest  in  pursuing 
a career  in  personnel 
management ; indeed  she  loves 
people  and  I think  she  would 
make  an  excellent  human 
resources  manager.  What  advice 
would  you  give  her? 

This  question  must  fall  into  my 
top  10  most-asked  questions;  it  is 
invariably  asked  by  the  parents 
of  an  aspiring  convert  to 
personnel  management,  rather 
than  the  offspring  themselves. 

The  answer  involves  clarifying 
3 crucial  point  - a love  of  people 
is  not  a prerequisite  for  the 
effective  HR  specialist.  They  are 
attracted  to  the  function  Tor  . 
other  important  reasons. 

What  interests  the  most 
effective  personnel  specialists  is 
not  the  forming  of  emotional 
relationships,  but  the  challenge 
of  creating  the  structures  and  the 
climate  in  which  people's 


potential  can  be  released, 
developed  and  rewarded.  In 
short,  their  major  Amction  is  to 
ensure  the  supply  of  talent 
necessary  for  the  company  to 
achieve  its  objectives. 

I would  suggest  to  your 
daughter  that  she  grounds 
herself  in  the  most  important 
issues  facing  this  function  by 
reading  the  academic  journals 
and  press.  She  should  also  talk  to 
people  at  the  professional  bodies 
or  in  the  personnel  function  of 
any  organisation.  What  will 
emerge  is  that  there  are  three 
conflicting  views  of  the  future 
role  of  personnel. 

The  first  view  is  that  it  is  a 
function  in  decline.  It  is  arguable 
that  no  other  business  function 
in  recent  years  has  seen,  to  the 
same  extent,  its  expertise  eroded 
through  the  shift  to  outsource 
and  downsize. 

It  is  a trend  that  shows  no  sign 
of  going  into  reverse.  This  is  also 
consistent  with  the  popular  view 
that  personnel  is  a line 
manager's  job  and  so  should  he 
returned  to  the  line  manager. 


After  all,  it  is  the  manager  who 
should  be  overseeing  the  supply 
and  development  of  talent, 
Outsourcing  has,  of  course,  been 
one  way  in  which  overloaded  line 
managers  have  coped  with  the 
logic  of  this  argument 
The  second  view  is  that 
personnel  Is  a function  whose 
future  is  assured  as  it  begins  to 
play  a central  role  in  the  top 
management  team.  This  view 
emphasises  the  relevance  of  a 
function  that  is  closely  integrated 
with  the  strategy  and  direction  of 
the  organisation,  and  which  is 
not  concerned  primarily  with 
day-to-day  questions  of 
recruitment,  training,  pensions 
and  salary  >»iitiiiiii^ntinn 
The  thiitl  view  sees  the  HR 
function  continuing  pretty  much 
as  it  is.  largely  because  of  the  - 
limitations  of  labour  markets, 
agreements  with  unions, 
employment  law  and  so  on.  I 
have  problems  with  this  view 
simply  because  functions  do  not 
stand  still,  they  either  develop  or 
die.  Maintaining  the  status  quo. 
therefore,  is  not  really  a 


long-term  option. 

Though  all  three  views  have 
their  advocates,  the  second 
would  attract  the  young.  In 
practical  terms  this  would  see 
them  embark  on  a career  which 
may  begin  with  the  nitty  gritty, 
but  which  would  move 
progressively  on  to  advising  on 
internal  change  and  a deeper 
involvement  in  developing  the 
culture  of  the  organisation. 

This  Journey  up  the  learning 
curve  is  important,  for  all  HR 
people  have  at  least  to 
understand  the  broad  portfolio  of 
function  requirements,  such  as 
the  way  the  recruitment  process 
works,  the  way  salaries  are  paid, 
the  way  people  are  trained,  the 
way  poor  performers  are  handled, 
the  meaning  at  redundancy, 
industrial  or  employee  relations. 
disciplinary  actions  and  so  on. 

Fairly  early  on,  though,  most 
become  more  specialised  in  one 
or  two  sub-functioDS  of  the  HR 
operation.  Examples  might 
Include  providing  personnel 
services  to  a unit  or  division,  or 
concentrating  at  a corporate  level 


on  an  area  such  as  salary 
administration,  training  and 
development,  or  assessing  and 
measuring  performance. 

The  key  to  the  success  of  the 
function  lies  In  the  struggle  to 
acquire  more  influence, 
something  that  its  being  carried 
out  in  a rfi  mirta  of  downsizing 
and  outsourcing.  Even  the 
change  of  name  from  personnel 
to  HR  Is  Indicative  that  the  way 
people  view  and  perform  this  role 
is  changing  - with  the  new  name 
rhm  miming  ring  a desire  to  break 
with  the  past  and  to  throw  off  an 
image  that  was  limp  and 
limiting.  It  aisn  reflects  the  rise 
of  a new  breed  of  specialists. 

. Well  trained  and  experienced 
(usually  in  their  late  30s  or  early 
40s),  these  specialists  do  not 
intend  to  spend  their  time  simply 
servicing  line  managers  with 
salary  schemes  or  recruiting  staff 
or  approving  new  contractual 
arrangements.  This  group  sees  its 
place  as  part  of  the  strategic 
team  running  the  business. 

Your  daughter  should  try  to 
get  a holiday  placement  with  a 
company  that  has  a wen 
established  HR  or  personnel 


function  - a real  HR  department 
within  a large,  company-  not  a 
consulting  company.  If  she  is  still 
interested,  then  on  graduation 
she  should  seek  a job  in  an  HR 
function  fn  one  of  the  leading 
corporations  or  a government 
department.  The  larger  the 
organisation  the  better,  for  it  is 
more  likely  that  a full  range  of 
HR  activities  will  be  available. 

In  the  not  too  distant  future, 
she  should  enrol  for  her 
professional  training.  Choose 
only  those  courses  recognised  by 
HR  professionals,  as  these  will 
provide  the  theory  and  research 
to  support  the  practical 
experience  she  is  getting  from 
her  job.  Alternatively,  if  your 
daughter  wants  more  than  the 
basics  then  she  should  consider  a 
part-time  masters  degree  in 
human  resource 

The  future  of  the  HR  function 


may  be  far  from  certain,  but  this 

should  not  dismay  you.  hi 
situations  of  uncertainty,  ft  fetim 
confident  who  win  through,  ff 
your  daughter  genuinely  wants 
to  build  a career  on  the  - 
development  and  supply  of 
human  resources,  then  the  scope 
for  impact  and  achievement  is 
enormous.  I know  of  no 
organisation  whose  senior 
managers  believe  their  company 
will  operate,  in  the  future^ 
without  any  human  betog&.  . 
Whether  ensuring  the  supply  of 
those  human  beings  resides ina 
function  called  HR  or  not  Is 
rather  irrelevant 

John  W.  Hunt  is  Professor  of  . 
Organisational  Behaviour  at  •' 
London  Business  School  and  a ■ 
consultant  to  private  and  public  - 
sector  clients.  This  column 
appears  fortnightly. 


l iter  refinement  of 
proportion  and  finish  glees 
the  Bregnet  stile  timeless  appeal. 
The  delicate  band-tcorked guilloche 
engraving  on  the  silvered 
gold  dial  teas  introduced 
by  Bregnet  around  1786 
and  requires  a level  of 
artistry  rarer  note 
than  ever. 


One  of  Bregnet  s most 
ingenious  calibres  is  also 
one  of  the  most  recent. 
Protected  by  patent  in 
1991 , it  combines  in 
a wrist  tvatcb  a perpetual 
equation  of  time  - showing 
the  difference  between 
mean  time  and  true 
solar  time- and  a 
perpeiual  calendar. 


Invented  for  you 


A 


The  celebrated  "jKuiuue" 
hands  in  /duett  steel  are  now 
known  the  world  aivr  as  Bregnet 
bands.  Created  In  I~83  by  Ahrabtuu-louis  Bregnet. 
they  Symbn/isc  the  flawless  craftsmanship  and 
style  of  the  Bregnet  you  select  today. 


By  inventing  the  tourhiiinn 

device  around  1795. 
Bregnet  eliminated  tb»: 
influence  of  gravity  ou'f$ 
the  accuracy  of  rite  watch. 
This  pivotal  intention 
is  seen  at  i/s  /test  in  the 
current  colleclinn.  which 
has  a number  of  fine 
(ourbiflon  watches. 


Breguet  watch  has  a unique  responsi- 
bility; it  comes  to  you  carrying  the  name  of 
Abraham-Louis  Breguet,  the  greatest 
watchmaker  ever  known.  You  will  recogni- 
se it  by  the  legendary  “Breguet”  hands,  the 
shimmering  guilloche  dial,  and  the  finely 
fluted  case  band  that  give  your  Breguet  its 
strong  character.  Most  important,  it  will 
house  a hand-finished  movement,  as  inimi- 
table and  inventive  today  as  two  hundred 
years  ago.  Wear  it  with  pride,  you  have  cho- 
sen an  exceptional  watch. 
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MANAGEMENT  CASE  STUDY 


Bekaert  ties 
up  the  wire 
market 


m 


Peter  Marsh  looks 
at  the  Belgian 
group’s  strategy  for 
expansion  in 
South  America 

Uncork  a champagne 
bottle,  change  a car 
tyre  or  staple 
together  some  paper,  and  the 
chances  are  you  will  come 
Into  contact  with  the  prod- 
ucts of  a Belgian  company 
that  is  the  world's  biggest 
maker  of  steel  wire. 

Bekaert,  set  up  119  years 
ago  and  stffl  partly  owned  by 
the  founding  family,  had 
sales  in  1997  of  BF97bn 
(€2.i6bn,  $2.7bn),  Including 
associates.  Of  the  total,  26j6 
per  cent  came  from  South 
America.  Europe  accounts 
for  half  its  total  sales,  and 
North  America  10  per  cent 

Bekaert’s  strategy  for 
South  America,  where  it  has 
gradually  been  building 
business  over  the  past  40 
years,  is  based  on  buying 
stakes  in  a number  of  exist- 
ing or  new  steel  wire  produc- 
ers in  the  region.  The  strat- 
egy has  been  accelerated 
during  the  past  decade,  dur- 
ing which  it  has  built  up 
stakes  in  companies  In  Col- 
ombia, Peru,  Brazil  and 
Mexico,  adding  to  previous 
operations  in  Chile,  Vene- 
zuela and  Ecuador. 

The  company's  investment 
in  South  America  in  the  past 
decade,  including  acquisi- 
tions and  plant  building,  has 
totalled  about  BFlObxn  with 
the  affiliates  contributing  a 
further  BFSbn.  The  company, 
believes  it  caters  for  40  per 
cent  of  South.  American 
demand  for  steel  wire,  total- ' 
ling  some  2,3m  tonnes. 

Steel  wire  is  among  the 
most  ubiquitous  of  industrial 
components,  used  in  prod- 
ucts as  disparate  as-  fencing, 
bridges,  cables,  valves  and 
filters.  Bekaert  has  an  esti- 
mated SO  per  cent  of  the 
market  for  the  special  wire 
that  keeps  corks  in  cham- 
pagne bottles  and  is  particu- 
larly strong  in  the  wire  used 
to  reinforce  car  tyres  and  in 
that  used  to  make  staples. 
The  technical  knowledge 
Bekaert  has  built  up  over 
decades  is  vital  in  keeping 
its  market  leadership. 

The  company's  lack  of 
overall  shareholder  control 
in  its  South  American 
operations  does  not  worry 
Thierry  Verhaeghe  de 
Naeyer.  non-executive  chair- 
man and  great  grandson  of 
the  founder. 

We  look  upon  these 
people  [in  the  affiliate  com- 
panies] as  our  friends."  says 
Mr  Verhaeghe  de  Naeyer, 
whose  family  owns  a sub- 
stantial minority  stake  in 
the  publicly  quoted  Bekaert. 
“We  bring  a wider  know- 
ledge of  the  global  steel  Vrire 
business  and  they  [the  part- 
ners] know  the  local  mar- 
kets." . . 

He  adds:  "Over  time  we 
would  probably  want  to  con- 
solidate [take  more  than  a 50 
per  cent  share  m the  South 
American  businesses]  but  it 
has  to  be  done  with  the 
proper  diplomacy." 


Bekaert’s  South  American 
interests  are  supervised  not 
from  the  company’s  head 
office  In  Kortrijk,  Belgium, 
but  from  its  headquarters  for 
the  Americas  in  Atlanta, 
Georgia.  ......  • “ - 

From  there  a group  of  five 
senior  Bekaert  managers,  afl 
of  whom  can  speak  Spanish 
or  Portuguese,  pay  frequent 
visits  to  the  company's  net- 
work of  plants  in  South 
America.  These  total  20  out 
of  its  68  factories  worldwide, 
the  figure  having  grown 
from  just  six  (out  of  a world- 
wide 43)  a decade  ago.  Fewer 
than  half  the  company's 
plants  are  now  In  Europe. 

Ideas  developed  in  the 
company's  more  mature 
operations  in  Europe  have 
sometimes  been  transferred 
to  the  South  American  busi- 
nesses. “This  is  a tech- 
nology-led business  in  which 
the  knowledge  we  build  up 
in  specific  markets  can  be 
crucial  to  allowing  us  to 
expand  geographically,"  says 
Mr  Verhaeghe  de  Naeyer. 

"For  instance  we  have  rep- 
licated European-developed 
processes  for  making  the 
steel  cord  used  in  car  tyres 
to  our  businesses  in  Brazil, 
which  has  helped  them  to 
. extend  their  operations  in 
the  country's  car  industry," 
he  adds. 

"Demand  for  steel  wire  in 
the  South  American  region 
is  growing  by  4 to  6 per  cant 
a year  in  volume  on  average 
and  we  would  like  to  grow  at 
above  this  rate,  so  that  our 
share  of  the  total  business 
goes  up,"  says  Mr  Verhaeghe 
de  Naeyer.  Further  ahead, 
he  sees  the  possibilities  of 
extending  the  company’s 
strategy  in  South  America  to 
south-east  Asia,  another  part 
of  the  world  in  which 
demand  for  steel  wire  is 

likely  to  be  extremely  hi#1 
over  the  next  few  decades 
and  where  Bekaert  has  so 
Ear  done  little  more  than 
establish  a foothold. 


*We  bring  a wider 

knowledge  of  the  _ 
global  steel  wire  _. 
business  and  they 
Dthe  partners]  know 
tiie  local  markets’ 
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Thierry  Votaeghe  de  - 

non-executive  chaHnan  . 
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KHehnM  V%d°  What  W*  di^ 

Michael  Frayn's  award. 
winning  Copenhagen  asks  the  mL 
UoiuW^itph^^S^ 
Mendship,  or  pride,  or  a dwen 
other  possibilities,  that  sent  the 
Gornian  scientist  Werner  Helsen- 
□erg  to  Copenhagen  in  1941*  wB 
asks  the  question  himself.  So  does 
the  Danish  scientist  Niels  Bohr 
whom  be  went  to  visit  there,  sj 
does  Bohr’s  wife  Margmhe.  The 
play  keej&  spiralling  back  to  the 
question,  and  the  conversation 
between  the  three  of  them  moves 
like  a dazzling  piece  of  chamber 
music.  Or,  at  many  times  like 
ping-pong. 

Frayn’s  play  is  a trio,  but  Frayn 
well  knows  that  a trio  is  ^Tnptiniefi 
a trio,  sometimes  a duet  with  one 
player  silent,  sometimes  a solo 
with  both  other  players  silent, 
sometimes  a duet  with  a separate 
solo  going  on  at  the  same  time,  and 
sometimes  three  simultaneous 
solos.  And  meanwhile  the  play 
keeps  shuttling  to  and  fro  in  time 
almost  imperceptibly  - between 
the  present,  when  all  three  charac- 
ters are  dead,  and  1941.  or  their 
memories  of  1941,  and  other  times 
when  they  met  also.  Few  plays  can 
have  ever  been  more  intricate  *h*p 
this  rapid,  vehement  recherche  du 
temps  perdu. 

At  first,  the  sheer  gloss  and 
irony  of  Copenhagen  is  off-putting. 
Deftly  though  it  handles  its  quan- 
tity of  factual  information,  there 
cannot  be  many  in  the  audience 
who  can  keep  abreast  of  all  its  to- 
and-fro  discussion  of  the  great 
physics/philosophy  questions  of 
the  1920s  and  1930s  - relativity, 
complementarity,  uncertainty,  fis- 
sion, waves.  And  yet  gradually,  as 
in  a Stoppard  play,  the  sheer  den- 
sity of  material  becomes  a plea- 
sure; becomes  sensuous.  The  con- 
tent may  sometimes  be  above  our 
heads  and  the  debate  faster  than 
our  brains  - yet  this  very  height 
and  speed  become  riveting/  and 
absorbing.  The  rhythm  of  the  play 
never  falters.  As  when  following 
chamber  music,  the  audience's  con- 
centration may  lapse  briefly  now 
and  then,  but  Copenhagen  itself 
keeps  moving  on  and  around,  and 
keeps  compelling  the  attention  of 
even  the  least  scientific  brains. 

For,  beneath  all  the  gloss  and 
irony,  nobody  eventually  can  miss 
the  wonderful  urgency  of  this  play. 
Neither  Heisenberg  nor  Bohr  were 
simply  men  of  theory.  In  1941,  Hei- 
senberg was  starting  to  lead  the 
team  that  was  going  to  build  the 
first  German  nuclear  reactor,  and 
the  military  potential  of  his  work 
is  something  that  lends  a disturb- 
ing and  moving  quality  to  the 


Conversation  moves  like  a ttazzflng  piece  of  chamber  music:  the  superb  east  in  MBchael  Frayn’s  rapid,  vehement  remembrance  of  times  past 

A sensuous  chamber  piece 

Few  plays  have  been  more  Intricate  than  ‘Copenhagen’,  writes  AJastair  Macaulay 


whole  play.  Did  he.  hope  in  due 
course  to  create  a nuclear  bomb? 
Did  he  hope  to  avoid  creating  a 
nuclear  bomb?  Did  he  want  to  find 
whether  America  was  creating  its 
first  nuclear  bomb?  Did  he  hope  to 
give  Germany  parity  in  the  war- 
time arms  race? 

After  1941,  Bohr  - pursued,  as  a 
Jew,  by  the  Germans  - fled  to 
America  and  gave  counselling  that 
lent  invaluable  assistance  to  the 
teams  that  did  indeed  create  the. 
bombs  that  dropped  on  Hiroshima 
and,  in  particular,  Nagasaki.  Here 
the  ironies  of  the  play  grow  deep 
and  astonishing; 


Seeing  Copenhagen  once  is 
impressive  - and  reading  it  is  also 
good  -hut  returning  to  it  is  better. 
. And  seeing  it  a third  time,  now  the 
production  has  transferred  from 
the  National  Theatre  to  the  Duch- 
ess Theatre,  is  better  yet.  Mach  of 
the  accentuation  of  Michael  Blake- 
more's  brilliant  production  has 
changed.  Everything  seems 
brighter,  keener,  stronger,  more 
inflected.  The  play’s  very  acoustic 
has  gained  (perfectly)  a slight  echo; 
the  lighting,  by  Mark  Henderson, 
has  intensified  our  sense  of  each 
shift  in  time  and  approach;  the  odd 
“noise  off”  adds  a more  intense 


quality  to  the  concentration  of  the 
talk  onstage. 

Above  all,  the  three  perfor- 
mances - already  first-rate  when 
the  play  was  first  seen  last  May  - 
have  all  become  more  vivid.  David 
Burke’s  impersonation  of  the  affa- 
ble but  ardent  Bohr  is  wonderful, 
not  least  in  the  covered  quality  he 
gives  to  Bohr’s  very  diction.  Sara 
Kestleman.  whose  role  as  Mar- 
grethe  does  so  much  at  first  to 
heighten  the  self-reflexive  irony  of 
the  play,  thrivingly  judges  each 
change  of  dramatic  time  and,  in 
Act  Two,  impatiently  introduces 
startling  new  personal  perspectives 


on  the  play’s  central  question.  And 
Matthew  Marsh  catches,  with 
extraordinary  impetus  and  absorp- 
tion, the  many  ambiguous  facets  of 
Heisenberg;  arrogant  and  diffident, 
courteous  and  thoughtless,  calcu- 
lating and  impulsive,  ambitious 
and  conscientious.  These  are,  all 
three,  roles  of  exceptional  difficulty 
in  a play  that  never  for  a.  moment 
allows  its  actors  to  relax.  The 
force,  the  brilliance,  the  humanity 
of  these  three  performances  is  the 
best  demonstration  of  the  real 
beauty  of  Frayn's  play. 

At  (tie  Duchess  Theatre,  London  WC2. 


Growing  old  disgracefully 


Nicholas  Powell  finally  runs  out  of  sympathy  for  sixties  icon  Jane  BirWn 


; BfttffSWMt  (fiatogu*:  Jane  Biridn  starring  In  her  own  pfay, 
■*"  ...  ■QW pardon, tu donnafs . . 


The  good  thing  about 
theatre  as  opposed  to  life, 
the  British  actress  Jane  Bir- 
kin said  recently,  was  that 
when  the  latter  went  wrong, 
that  was  it;  but  if  a perfor- 
mance went  badly,  you  could 
always  go  home,  take  a 
sleeping  tablet  and  start  all 
over  again  the  next  evening. 

A similar  atmosphere  of 
pharmaceutically  charged 
despondency,  pervades  “Oh! 
pardon  tu  darmais ..."  (“Oh! 
Scary  you  were  asleep... 7 
a play  written  by  and  star- 
ring Birkin.  which  is  playing 
at  the  inappropriately 
named  Theatre  de  la  Gait* 
Montparnasse. 

For  the  past  30  years,  Bir- 
kin  has  embodied  a succes- 
sion of  men’s  - mainly 
Frenchmen’s  - fantasies. 
Her  career  has  stretched 
from  being  a 1960s  waif 
when  London  was  swinging 
to  being  the  partner  of  song- 
writer and  musician.  Serge 
Gaiushcrarg.  Gainsbourg  first 
got  Biridn  to  sing  - or  deep 
breathe  - the  lyrics  in  “Je 

fa  imf»  maj  nnn  pins”,  the 

biological  allusions  of  which 


had  the  record  banned  by 
the  BBC  and  cherished  by 
every  British  schoolboy  good 
at  French. 

Since  Gainsbourg’s  death 
in  1991,  Biridn  has  been 
coaxed  out  of  mounting  to 
become  a cinema  actress  of 
note  - and  even  a singer, 
albeit  with  a tiny,  micro- 
phone-boosted voice.  All 
these  aspects  of  her  career 
are  present  in  Oh!  pardon, 
her  first  stage  role  in  nine 
years.  She  says  she  was 
determined  to  play  the  role 
of  a full-grown  woman;  and 
she  succeeds,  even  if  many 
of  the  character  traits  of  her 
youth  pop  up  in  abundance. 

Biridn  wrote  the  play  for 
television  In  1992,  with 
another  actress  in  the  female 
lead.  Here,  opposite  Thierry 
Fortineau,  admirably  pass- 
ing from  half-affectionate 
grumpiness  to  raging, 
wounded  disappointment, 
she  plays  the  more  strident 
half  of  a mutually  destruc- 
tive couple,  bonded  only  by 
recollections  of  a lustful  past 
and  niggling  material  con- 
siderations about  where  to 


go,  should  they  have  the 
courage  to  split. 

It  is  the  territory  charted 
by  Tennessee  Wiliams  and 
Alan  Ayckbourn.  Birkin’s 
text  works  admirably,  laying 
bare  with  wit  and  speed  the 
cruel  incomprehensions  bom 
of  ill-expressed  demands 
which  have  dogged  couples 
ever  since  God  cursed  Adam 
and  Eve.  Oh!  pardon  takes 
place  in  a low-cost  Art  Deco- 
style  bedroom:  a perfect  set- 
ting for  the  two,  middle- 
aged,  creative  professionals 
it  features. 

The  play  starts  prettily 
enough:  she  enters  on  tiptoe 
in  the  early  hours  and  gazes 
longingly  at  her  sleeping 
partner,  before  blowing  play- 
fully into  his  hair  to  awaken 
him.  This  amorous  Initiative, 
however,  fails  to  arouse  a 
man  bored  with  sex,  inter- 
ested primarily  in  sleep,  and 
by  his  own  admission  doped 
with  two  tranquillisers  and  a 
steeping  pilL  Frustrated.  Bir- 
kin mouths  sweetly-worded 
requests  for  reassurance  - is 
she  still  beautiful,  does  he 
love  her  with  her  wrinkles? 


And  so,  the  bittersweet  dia- 
logue zips  along;  for  the  first 
half  hour  or  so,  it  works. 

But  then,  increasingly 
aggressive,  utterly  inconsid- 
erate of  her  partner’s  need 
for  sleep,  the  woman's 
demands  become  self-defeat- 
ing. And  as  Birkin  the 
author  delves  deeper  into 
the  muddy  waters  of  her 
own  dissatisfaction,  she 
finds  no  answers,  only  more 
reasons  for  pain.  Biridn  the 
actress  can  only  shout 
louder  and  behave  more  out- 
rageously - swallowing  a 
tube  of  sleeping  pills  before 
being  forced  to  throw  them 
up  by  her  lover,  then 
describing  in  horrid  self- 
pitying  detail  her  child- 
lessness and  a gruesome 
abortion. 

The  relationship  is 
doomed  because  there  is  no 
distance,  no  humour  and 
indeed,  no  love  - just  an 
incessant  mutual  demand 
for  narcissistic  gratification. 
Irritation  sets  in.  Birkin  and 
Fortine&n,  to  paraphrase 
Samuel  Beckett,  appear 
chained  together  like  a dog 
to  its  vomit.  And  finally  we 
simply  run  out  of  sympathy.  1 


OPERA  jNJRUSSELS 

Don’t  mess 
with  this  Lady 


Not  to  be  outshone  by  the 
Flanders  Opera  with  its  fine 
new  Lulu,  the  French 
Belgian  Opera  de  la 
Monnaie  has  mounted  an 
ambitious  production  of 
Shostakovich's  Lady 
Macbeth  of  the  Mtsensh 
District  Sung  in  Russian, 
with  twinned  surtitles  in 
French  and  Flemish,  it 
encourages  visitors  to  revive 
their  French  and  learn  a bit 
of  Flemish  at  the  same  time. 
There  is  a pretty  good  opera 
attached,  too. 

Lfkp  (he  ^tenders 
this  Lady  Macbeth  is 
dominated  by  its  stark  set  - 
here,  the  interior  wall  and 
roof  of  a gigantic  “concrete" 
ban,  designed  by  Benoit 
Dngardyn  in  Soviet  style 
instead  of 

pre-Revohxtionary.  It 
doesn't  accommodate  the 
diverse  scene-settings  well 
(private  bedrooms,  a garden 
wedding-party,  bleak 
steppes);  even  the  ending 
has  had  to  be  changed,  for 
want  of  any  space  for  a 
drowuable-in  river. 

Anyhow,  It  is  perverse. 

The  26-year-old  composer 
intended  the  opera  as  the 
first  part  of  a trilogy,  or 
even  a tetralogy,  that  would 
trace  The  Russian  Woman 
from  Katerina’s  wretched 
19th  century  to  glowing 
Soviet  times.  Stalin  was 
morally  outraged  by  Lady 
M,  so  the  other  operas  were 
never  written;  but  Lady  M 
still  presupposes  a grottier, 
more  ramshackle  and  brutal 
era  than  we  see  here. 

' Whether  set  in  the  right 
period  or  the  wrong  one, 
Shostakovich's  opera 
reaches  toward  a near-epic 
scale  - beyond  the 
essentially  domestic 
predicaments  of  the  “Lady”, 
Katerina  Ismailova  in 
Leskov’s  original  story.  It 
feels  epic  at  La  Monnaie;  the 
first  half  keeps  us  sitting  for 
two  hoars.  By  then  Katerina 
has  murdered  hex  husband 
and  her  father-in-law.  Those 
singers  are  lucky,  for 
Katerina  and  her  new  man 
Sergei  have  to  sing  on  for 
another  hour. 

It  is  an  uneven  opera,  less 
because  there  is  both,  good 
1 and  not-so-good  music  in  it 
than  because  it  enlists 
.different  idioms 
promiscuously  - massed 


Mussorgskian  choruses, 
Shostakovich's  own  rueful, 
introspective  vein  (cue 
ceDosj,  his  thoughtful 
“academic"  style  (as  in  his 
piano  Preludes  and  Fugues), 
the  strident  sarcasm  that 
would  erupt  In  his  4th  and 
5th  symphonies,  and  raw 
passages  of  melodramatic 
aim-music. 

They  are  never  quite 
integrated,  and  in  that 
respect  Stein  Winge's  deft, 
intelligent  production 
reflects  the  awkwardness. 
When  the  choruses  of 
wedding  guests  and  local 
constabulary  get 
operetta-treatment, 
behaving  like  cartoon  clones 
In  scenes  seven  and  eight,  it 
is  too  late  for  them  to  begin 
mhning  individual  pathos  in 
scene  nine,  as  convicts 
trudging  off  to  Siberia. 

Now,  the  plusses.  The 
American  soprano  Nadine 
Secunde  captures  Katerina's 
languid  marital  frustration 
from  the  start,  and  her 
seductive  voice  responds 
dramatically  to  each  new 
crisis  - though  that  Isn't 
reflected  in  her  musical 
phrasing,  which  remains 
languid  and  undefined.  As 
her  shifty  lover  Sergei, 
Christopher  Ventris  Is  ideal: 
virile,  strongly  sung,  just 
slightly  running  to  seed. 

Her  prissy  husband,  the 
Icelandic  tenor  Gunnar 
Gudbjfirnssou,  balances 
petulance  and  wimpishness 
nicely  (and  musically,  too). 

The  big  Ukrainian  hass 
Anatoli  Kotscherga  rings 
his  heavy  father  roundly, 
though  his  dainty  comic 
manner  subverts  the 
ugliness  of  what  the 
character  actoaUy  does. 
Amongst  all  the  well-taken 
lesser  roles,  Maxim 
Mikhailov's  drunken  local 
cleric  and  Donald 
McIntyre’s  eloquent  old 
convict  stand  out  If  sitting 
through  this  uneven, 
relentlessly  extended  opera 
is  a bit  of  a trial.  In  the  end 
it  delivers  rich,  humane 
rewards. 

David  Murray 


Further  performances  bt 
Brussels  on  February  10, 12, 
16, 19  and  21  (mat). 


Marital  frustration  captured  from  the  start  Nadine  Secunde  as 
Katerina  poisons  father-in- tew  Anatofi  Kotsdterga’s  mushrooms 
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AMSTERDAM 
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i OPERA 

Netherlands  Opera,  H«t 
- Muztefctheatter 
.r  Tat  $1-20*51  8911  . 

. Carmen:  by  Bizet.  New  staging 
by  Andreas  Homoki,  conducted 
* - byEttode  WearL  ThedeaJgns 
a/e  by  Wolfgang  Qussmann  and 
75  4 eabrwe  Jaanecke,. and  the  cast 

V irx&dasCamienOprisanuand 

> Martin  Thompson;  Feb  12 

.'BRUSSELS 

; If  OPERA 
, La  Monftafe 
Tab  32-2-229  1211 
Lady  Macbeth  of.Mtsenste 
conducted  by  Afrtorifo  Pappario 
in  a new  staging  .by  Stein  wage, 
with  sets  by  Benefit  Dugardyn 
. and  costumes  by  Jorge  Jam; 

Feb  10, 12  ______ 

FORT  WORTH 

exhibition 

Kknbett  Art  Museum 
Tet  1-817-8328457 
vfww.kenbettart.org 
Matisse  and  Picasso:  A Gertie 


Rivalry.  More  thanlOQ  paintings. . 
sculptures  end  drawings  on  loan 
from  collections  around  the  world 
make  up  this  first-over  exhibition 
devoted  to  the  relationship 
between  the  two  great 
modernists;  to  May  2 

GLASGOW 

OPERA 

Theatre  Royal 

Tet:  44-141-332  9000 

Scottish  Opera:  Der 

Rosenkavalier.  by  R Strauss. 

New  staging  by  David  McVlcar, 
conducted  by  Richard 
Armstrong.  The  cast  ihdudes 
Joan  Rodgers;  Feb  13 

LAUSANNE  . • 

EXHIBITIONS 

Muede  Cantonal  dee 

Beaux-Arts 

TeL  41-21-312  8332 

Courbet  - atist  and  promoter: 

more  than  70  paintings  by 

Gustave  Courbet  (1819-77), 

. inducting  landscapes,  portraits 
and  nudes.  The  exhibition 
concentrates  upon  Ccurtwfs 
artistic  output  after  1855, 
espedaHy  that  produced  during 
Ms  exfie  in  Switzerland;  to 
Feb  21.  - 

LILLE 

EXHIBITION 
Patois  dea  Beeux  Arts 
Goya:  un  regard  Hbre. 

SmaH-scate  exhibition  which 
explores  the  range  and 
peedarities  of  the  painter's  work. 
The  50  .works  on  display  Include 

loans  tom  around  the  world:  to 


Mar  14 

LONDON 

CONCERT 
Barbican  Had 
ret  44-171*38  8891 
Vienna  Symphony  Orchestra: 
conducted  fay  Vtadkitir 
Fedoseyev  in  works  by  J 
Strauss,  Mozart  and  Beethoven, 
with  piano  soloist  Artur  Pizaira; 
Feb  11 

MADRID 

EXHIBITION 

Thyssen-Bomen&KB  Museum 
Tet  34-914-203  944 
B Greco:  Identity  and 
Transformation.  Focusing  on  the 
years  1560-1600,  Has  exhibition 
follows  the  artist’s  early 

apprenticeship  in  Crete  and  Italy, 
in  an  attempt  to  Shed  light  on  his 
subsequent  “Spanish 
transformation'.  The  80  works  on 
efisptay  include  major  public  and 
private  loans:  to  May  16,  then 
travdfing  to  Rome  and  Athens 

MANCHESTER 

CONCERT 
Bridgewater  HaS 
Tel:  44-151-907  9000 
Vienna  Symphony.  Orchestra: 
conducted  by  VJarfirTiir 
Fedoseyev  in  works  by  J. 
Strauss,  Mozart  and  Beethoven, 

wfih  piano  soloist  Artur  Pizarro; 

Feb  12- 

MBLAN 
EXHIBITION 
PadazBo  Reale 


Tel:  39-02-8691  5738  . 

L'Anima  e h Volto:  (The  Soul  and 
the  Face):  major  exhibition  of 
portraiture,  comprising  370  works 
ranging  over  400  years.  Artists 
represented  include  Titian, 
Caravaggio,  Van  Dyck,  Picasso 
and  Francis  Bacon;  to  Mar  14 

MONTREAL 

EXHIBITION 

Montreal  Museum  of  Fine  Arts 

Tet:  1*14-285  1800 
wwwjnbamOcam.org 
Monet  at  Givemy:  22  paintings, 
produced  during  the  last  20 
years  of  the  artist’s  life,  loaned 
by  the-Muste  Manmottan  in 
Pare;  to  May  9 

MUNICH 

CONCERT 

PhHharmoni*  Gasteig 
Teh  49-89*481  8181 
St  Petersburg  Philharmonic  ' 
Orchestra:  conducted  by  Yuri 
Temirkanov  in  works  by 
Prokofiev -and  Ravel;  Feb  11 

EXHIBITION 
Haus  der  Kurnt 

Tel:  49-89-21 1270 
Angelika  Kauffman  (1741-1807); 
retrospective  of  works  by  the 
Swiss  decorative  artist,  who  was 
a founder  member  of  London's 
Royal  Academy.  Includes 
paintings,  drawings,  prints  and 

porceteBi;toAprl8 

NEW  YORK 

EXHIBITION 
Guggenheim  Museum 
Teh  1-212-423  3500 


www.guggeoMm.ong 
Picasso  and  the  War  Years 
1937-1945:  more  than  75  works  - 
paintings,  sculpture  and  works 
on  paper  - which  together 
explore  Picasso's  response  to 
the  period  which  began  with  the 
Spanish  Civil  War  and  ended 
with  the  liberation  of  France. 
Includes  major  public  and  private 
loans;  to  May  9 

OPERA 

Metropolitan  Opera,  Lincoln 
Center 

Teh  1-212*62  6000 
wwwjnetopera.org 
Moses  and  Aron:  by  Schoenberg. 
Conducted  by  James  Levine  In  a 
staging  by  Graham  Vick,  with 
sets  and  costumes  by  Paul 
Brown.  Cast  includes  PhHip 
Lang  ridge  and  John  TamGnson; 
Feb  11 

PARIS 

CONCERTS 

Salle  Pteyd 

Tel:  33-1-4561  6589 

Orchestra  de  Paris:  conducted 

by  Frans  BrOggen  in  works  by 

Bach,  Mozart  and  Mendelssohn; 

Feb  10, 11 

Theatre  des  Champs  ElysAes 

Tel:  33-1-4952  5050 
Onrfwstre  National  de  France: 
conducted  by  Jerzy  Semkow  In 
works  by  Haydn,  Mozart, 
Mendelssohn  and  Schubert,  with 
clarinet  sdoist  Alessandro 
Carbonate;  Feb  14 

EXHIBITIONS 
Grand  Palate 

Tet  33-1-4413  1730 


Un  amt  de  Cezanne  at  de  Van 
Gogh:  le  docteur  Gachet 

(1828-1909).  Exhibition  devoted 
to  the  doctor  and  painter  who 
was  a friend  to  Cezanne,  Pisano, 
Monet  and  Renoir  as  well  as  to 
Van  Gogh,  who  famously  spent 
the  last  weeks  of  his  life  with 
Gachet  at  Auverssur-Oise;  to 
Apr  26,  then  transferring  to  New 
York 

Musee  du  Louvre 
Tet  33-1-4020  5151 
www.touvre.fr 

Eternal  monuments  of  Ramses  II: 
New  Theban  excavations.  Display 
of  the  latest  archaeological 
findings  from  the  Egyptian 
pharaoh’s  tomb;  from  Feb  10  to 
May  10 

OPERA 

Theatre  des  Champs  Efys^es 
Tet  33-1-4952  5050 
Opera  National  de  Lyon:  Zebnira, 
by  Rossini.  Conducted  fay 
MaurizJo  Benin!  In  a staging  by 
Yannis  Kokkos.  The  title  role  is 
sung  by  Mariella  Devia; 

Feb  10, 12 

ROME 

EXHIBITION 

Palazzo  delie  EsposizionI 
Tel:  39-06-474  5903 
Poussin:  Early  Years  in  Rome. 
Display  of  41  works  produced 
between  1824  and  1623.  The 
centrepiece  is  The  sacking  of 
the  temple  in  Jerusalem  by  Titus' 
(1925/8);  to  Mar  1 

TAMPERE 

EXHIBITION 


Sara  Hld6n  Art  Museum 
Tet:  3583-214  3134 
www.  tampers,  ff/hilden 
Tony  Cragg:  33  sculptures  and  a 
large  number  of  drawings  by  the 
British-born  artist,  now  working 
in  Germany.  The  works  on 
display  are  from  the  period 
1988-1998;  to  May  9 

TOKYO 

CONCERT 
Suntoiy  Hall 

Teh  81-3*584  9999 
English  Chamber  Orchestra: 
conducted  by  Norio  Ohga  in 
works  by  Mozart,  with  piano 
soloist  Michie  Koyama;  Feb  11 

TV  AND  RADIO 
% WORLD  SERVICE 
SBC  World  Service  radio  for 
Europe  can  be  received  in 
western  Europe  on  medium  wave 
648  KHZ  (463m) 

EUROPEAN  CABLE  AND 
SATELLITE  BUSINESS  TV 

• CNN  International 
Monday  to  Friday,  GMT: 

06.30:  Moneyilne  with  Lou  Dobbs 
13J3Q-.  Business  Asia 
19.30:  World  Business  Today 
22.00:  World  Business  Today 
Update 

• Business/Market  Reports: 
05:07;  06:07;  07:07;  0620;  09-.20; 
1020;  1120: 1132;  1220;  1320; 
142a 

At  0820  Tanya  Beckett  of  FT  IV 
reports  live  from  UFFE  as  the 
London  market  opens. 
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COMMENT  & ANALYSIS 


MARTIN  WOLF 


Worst  of  both  worlds 

Conflicts  between  central  bankers  and  politicians  could  leave  the 
euro-zone  with  complete  policy  paralysis 


The  international  system 
cannot  sustain  indefinitely 
the  large  imbalances  created 
by  the  disparities  hi  growth 
and  openness  between  the  US 
and  its  major  industrial 
trading  partners.  Robert 
Rubin,  January  30  1999. 

In  his  speech  to  the  World 
Economic  Forum,  Mr  Rubin 
protested  against  the 
growing  external  Imbalances 
between  the  US.  Japan  and 
the  euro-zone.  For  US 
officials,  Japan  is  close  to  a 
lost  cause.  But  now  that  the 
European  Union  has  created 
the  11 -member  euro-zone, 
they  wonder  why  is  it  failing 
to  live  up  to  its  global 
responsibilities. 

Intriguingly,  such  doubts 
are  shared  by  some  of  the 
euro-zone's  most  influential 
policymakers.  Over  the 
weekend,  Stefan  Collignon,  a 
close  adviser  of  Oskar 
Lafontaine,  Germany’s 
neo-Keynesian  finance 
minister,  called  for  lower 
interest  rates.  So  Germany 
first  insists  on  making  the 
European  Central  Bank  the 
most  independent  in  history 
and  then  elects  a 
government  opposed  to  the 
way  that  independence  is 
used.  The  ironies  are 
delicious. 

Unfortunately,  the 
euro-zone's  economic 
performance  is  less  tasty. 
The  rate  of  economic  growth 
is  forecast  by  Goldman 
Sachs  at  only  1.9  per  cent 
this  year,  a sharp  decline 
from  the  25  per  cent 
achieved  in  1998.  In  the  year 
to  December,  euro-zone 
industrial  production  was  up 
only  some  1 per  cent  Worst 
of  all.  unemployment  has 
almost  stopped  falling. 

This  untimely  slowdown 
must  be  seen  in  its 
depressing  perspective.  The 
annual  growth  of  euro-zone 
gross  domestic  product 
averaged  a mere  15  per  cent 
between  1993  and  1998,  while 


tauedtA  Canoo-n  Partnm  LmwJ  Regukutob*  IMRO 


the  US  achieved  3.2  per  cent 
Unemployment  in  the 
euro-zone  is  still  10.7  per 
cent  of  the  labour  force, 
while  it  has  fallen  to  4.4  per 
cent  in  the  US.  The 
euro-zone  has  a current 

account  surplus  that  has 

risen  from  0.4  per  cent  of 
GDP  in  1994  to  19  per  cent 
: last  year;  meanwhile,  the  US 
deficit  has  been  increasing 
from  15  per  cent  of  GDP  in 
1994  to  2.7  per  cent  last  year. 

This  euro-zone 
| combination  of  weakening 
internal  demand  with 
slowing  growth  and  rising 
current  account  surpluses  is 
considered  objectionable, 
both  at  home  and  abroad. 

Internally,  the  focus  of 
complaint  is  on  jobs.  The 
social  democratic 
governments  that  are  in 
power  in  all  but  two  of  the 
euro-zone's  member  states 
attach  great  importance  to 
lowering  unemployment 
This  year,  however,  the 
objective  of  lower 
joblessness  seems  set  to 
move  further  from  reach. 

Externally,  the  US  protests 
that  in  the  words  of 
vice-president  A1  Gore,  it  is 
becoming  “the  importer  of 


only  resort”.  This  Is 
absurdly  exaggerated,  in 
1998,  the  euro-zone  wifi  have 
merchandise  Imports  of 
$770bn,  according  to  the 
OECD,  not  fer  below  the  US 
level  of  S920bn.  Even 
complaints  about  its  current 
account  surpluses  could,  in 
normal  times,  be  dismissed 
as  mercantilist  claptrap.  But 
these  are  not  normal  times. 

1 When  the  world  is 
threatened  by  recession,  it  is 
dangerous  for  the 
economically  stable 
euro-zone  to  ‘Treeload"  on 
unsustainably  buoyant  US 
demand,  as  Gavyn  Davies  of 
Goldman  Sachs  remarks.* 
The  ECB.  as  one  of  the 
world's  two  most  important 
central  banks,  ought  to 
combat  global  recession 
more  vigorously. 

Why  then  Is  economic 
performance  in  the 
euro-zone  so  disappointing? 
And  will  anything  be  done 
about  it? 

The  ECB  offers  a clear 
answer  to  the  first  question. 
In  its  first  monthly  bulletin, 
it  states  that  the  current 
high  level  of  unemployment 
“is  overwhelmingly 
structural  in  origin.  It  is 


The  euro-zone’s  ‘abominable  no-men1 
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What  wfl  happen 


What  should  happen 


caused  mainly  by 
inflexibility  of  euro-area 
labour  and  goods  markets 
resulting,  in  part,  from 
excessive  or  inappropriate 
regulation  in  these 
markets.” 

The  ECB  continues  its 
analysis  by  stating  that 
“effective  euro  area-wide 

structural  policies  would 

lead  to  higher  trend  real 
growth.  Within  Its  monetary 
policy  strategy,  the 
Euro-system  would  naturally 
take  account  of  such  growth. 
However,  attempting  to 
reduce  unemployment  by 
implementing  an 

inflationary  monetary  policy 
would  ultimately  be 
self-defeating,  since  such  a 
policy  would  only 
undermine  price  stability 
over  the  medium  term, 
which  is  the  basis  for  lasting 
and  sustainable  employment 
growth.” 

The  ECB  is  saying,  first, 
that  it  bears  no 
responsibility  for 
unemployment,  which  is  a 
problem  for  governments; 
second,  that  it  would 
respond  to  reforms,  but  only 
after  they  have  beenput  In 
place;  and,  third,  that  its 
goal  is  not  to  fine-tune 
aggregate  demand,  but  to 
secure  price  stability  in  the 
medium  term,  defined  as 
inflation  of  between  0 and  2 
percent. 

The  ECB’s  is  a clear, 
consistent  and  convenient 
philosophy.  It  denies 
responsibility  for  anything 
but  price  stability-  This  is 
not  how  Mr  Lafontaine  sees 
things.  He  believes 
structural  rigidities  have 
been  exaggerated.  By  their 
over-restrictive  monetary 
policies,  European  central 
bankers  have,  in  his  view, 
done  much  to  create  the 
rigidities  they  complain  of. 
What  is  needed,  instead,  is 
the  expansionary  monetary 
policies  successfully 
followed  by  Alan  Greenspan, 
chairman  of  the  US  Federal 
Reserve. 

The  central  bankers  are 
closer  to  the  troth  than  Mr 
Lafontaine.  If  official  rates  of 
Interest  of  3 per  cent  and 
10-year  bond  rates  of  3.6  per 
cent  cannot  generate  greater 
dynamism,  the  eurozone 
must  indeed  be  suffering 
: from  a dire  shortage  of 
i animal  spirits.  Labour  costs 
are  too  steep;  the  labour 
market  is  too  segmented; 
barriers  to  entrepreneurship 
are  too  high;  and  tax 


The  leopard's  eye  is  brilliantly  adapted  for  seeing  at  night  It  maximises  the  light 
rays  it  receives  by  bouncing  them  back  off  a reflective  layer  behind  its  retina, 
giving  the  eye  a second  chance  to  absorb  them. 


Vision  that  delivers. 


Throwing  light  on  the  real  potential  of  a business,  forming  a clear  view  of  its 
value  and  being  prepared  to  pay  for  it  also  takes  a particular  vision.  Vision  that 
we  back  with  the  £850  million  Candover  1997  Fund.  Vision  that  delivers. 


candover 


The  Candover  1997  Fund  invests  m larger  UK  ami  Con&nenW  European  buyouts  tanging  from  £50m  to  E.1bn 


burdens  are  too  heavy. 

Nevertheless,  the  ECB's 
monetary  stance  is  also 
almost  certainly  too 
cautious.  It  is  concerned 
about  the  divergence 
between  measured  inflation 
and  higher  “core”  inflation 
(excluding  food  and  energy), 
though  both  are  below  its  2 

per  cent  celling.  It  thinks 
monetary  growth  is  already 
fast  enough,  though  the 
significance  of  the  monetary 
numbers  is  questionable.  It 
worries  about  the  German 
wage  round  and  euro-zone 
fiscal  performance,  neither 
of  which  is  strictly  its  • 
business. 

The  ideal  policy  for  the 
eurozone  is  therefore  radical 
structural  reform  along  with 
generous  monetary  (rather 
than  fiscal)  accommodation. 
Yet  this  combination  is  most 
unlikely  to  occur. 

Consider  the  chart  As  it 

suggests,  Mr  Duisenberg, 
standing  for  the  central 
bankers,  prefers  cautious 
monetary  policy  and  radical 
structural  reform,  but  can 
only  choose  the  former.  Mr 
Lafontaine.  standing  for 
Social  Democratic  finance 
ministers,  prefers 
expansionary  monetary 
policies  and  little  structural 
reform,  but  he  can  only 
choose  the  latter.  The 
outcome  is  that  given  by  the 
two  boxes  labelled  “no”  - 
the  worst  of  both  worlds. 

What  is  needed,  instead-,  is 
the  two  boxes  labelled  “yes". 
But  the  politicians  fear  that 
if  they  deliver  their  share  of 
♦his  bargain,  they  will  only 
obtain  higher 
unemployment  Central 
bankers  fear  that  if  they 
deliver  their  share  of  the 
bargain,  they  will  only 
obtain  higher  inflation.  The 
inevitable  result  of  this 
nonco-operative  game  is 
disappointment  all  round. 

The  di  virions  between 
euro-zone  economic 
philosophies  and 
responsibilities  virtually  rule 
out  the  best  policy  options. 
The  US  may  want  the  new 
euro-zone  to  become  a pole 
of  economic  dynamism.  It 
seems  doomed  to 
disappointment 

^Global  Deflation  and  the 
Danger  of  Freeioading  on  the 
Strength  of  America,  Gavyn 
Davies,  Global  Economics 
Paper  NoJ  (Goldman  Sachs, 
February  1, 1999) 

Martin.  WolfidJLcom. 


LETTERS  TO  ^THE^-EPITOR 
Starting  point  must  be  transparency 


From  Mr  Michael  J.  Green. 

Sir,  Henry  Kaufman  (“Too 
much  on  their  plate”,  Febru- 
ary 4)  makes  a valuable 
appraisal  of  the  task  of 
assessing  the  risk  profile  of  a 
flnanwai  business.  However. 
I would  argue  that  this  task 
is  not  so  difficult  as  to  cast 
question  on  the  validity  of 
scale  as  a legitimate  busi- 
ness objective. 

A distinction  needs  to  be 
made  between  banks  that 
make  money  from  trading 
their  own  capital  and  those 
that  principally  serve  a large 
customer  base.  The  former 
are  particularly  vulnerable 
to  the  risks  of  excesses  as 
the  lures  of  sizeable  equity 
returns  or  bonus  payments 
can  corrupt  the  integrity  of 
the  most  strictly  controlled 
trading  rooms.  The  much- 
publicised  cases  of  trading 
losses  are  evidence  of  this. 
The  latter,  however,  focus  on 


using  traded  markets  to 
manage  risk,  in,  particular 
by  using  their  expertise  to 
transfer  risk  from  customers 
to  the  market.  Enormous 
improvements  In  the  quality 
of  loan  and  savings  products 
available  to  customers  sup- 
port this  view.  ‘ 

Managing  risks  for  a pro- 
prietary trader  is  a more  dif- 
ficult task  than  for  a com- 
mercial bank,  and  Mr 
Kaufman  rightly  focuses  on 
the  factors  that  exacerbate 
this:  the  remoteness  of  top 
management,  Inappropriate 
compensation  schemes  and 
the  skflk  gap  between  trad- 
ers and  managers.  However, 
once  proprietary  trading  is 
eliminated  as  a major  risk, 
trading  risks  became  signifi- 
cantly easier  to  manage  with 
the  shift  in  emphasis 
towards  product  and  cus- 
tomer support 
Risk  cannot  be  eliminated 


in  an  uncertain  world,  nor 
can  baud,  system  failure  or 
staple  incompetence  be 
ruled  out.  But  an  effectively 
managed  organisation  will 
have  -controls  in  place  tint 
routinely  review  risks  and 
forestall  complacency. 

This  is  well  appreciated  by 
the  supervisors,  their  prob- 
lem being  that  those  who 
operate  at  the  margins  of 
what  Is  tolerable  from  a risk 
perspective  are  precisely 
those  who  are  most  difficult 
to  supervise.  The  starting 
point  does  have  to  be  trans- 
parency and  disclosure  of 
Information  to  enable  mar- 
ket counterparties  to  take 
informed  credit  decisions. 

Michael  JL  Green, 
director  of  group  risk 
management, 

Lloyds  TSB, 

71  Lombard  Street, 

London  EC3P  3BS,  UK 


‘Experts’  neglecting  crisis  in  US  heartland 


From  Mr  Richard  Yamarone.  ■ 
Sir,-  Torrid  economic 
growth  in  the  US  has  pun- 
dits as  well  as  economists 
raising  glasses  in  honour  of 
the  Federal  Reserve's  deliv- 
ery of  “growth  with  low 
inflation  and  low  unemploy- 
ment” (“Oasis  of  prosperity”, 
February  1).  Furthermore, 
there  are  widespread  claims 
that  the  market  has  so  far 
“shrugged  off  the  interna- 
tional downturn”.  For  the 
most  part,  that  is  correct. 
However,  one  sector  in  the 
US  is  consistently  neglected 


by  the  press  and  most 
“experts":  agriculture. 

An  agricultural  crisis  is 
currently  plaguing  the  Mid- 
west economy.  Those  Fed- 
eral Reserve  districts  pos- 
sessing large  farm  econo- 
mies have  reported  rather 
depressing  news  with 
respect  to  credit  conditions 
and  pricing.  Farmland  val- 
ues have  been  steadily 
riarUning  over  the  past  sev- 
eral months,  largely  because 
of  low  commodity  prices. 
The  commodity  price  decline 
is  attributable  to  the  Asian 


financial  crisis  as  well  as  to 
the  severe  drought  and 
flooding  conditions  that 
have  plagued  many  of  the 
districts.  Unaddressed, 
America’s  heartland  could 
be  buffeted  by  bankruptcies, 
massive  loan  defaults  and 
price  instability! 

Richard  Yamarone, 
senior  economist, 

Argus  Research 
Corporation, 

61  Broadway, 

New  York, 

NY  10006.  US 


What  economies’  share  prices  tell  the  Martians 


From  Mr  Peter  Stephens. 

Sir,  If  an  observer  from 
outer  space  were  looking 
down  on  Earth,  he  might 
wonder  how  all  the  very  dif- 
ferent economies  be  saw 
could  ever  operate  together. 
He  might  search  for  the 
safety  valve  or  the  lubrica- 
tion between  them  and  come 
up  with . . . floating  exchange 


rates,  which,  he  might 
argue,  are  like  share  prices 
of  the  various  economies, 
reflecting  their  health  at  any 

tima- 

No  one  has  - yet  - argued 
that  share  prices  should  not 
be  allowed  to  rise  and  fell. 
So  why  on  earth  would  any- 
one argue,  as  did  Dominique 
Strauss-Kahn,  the  French 


fTnanrg  - minister,  that  It  is 
“now  tinte  to  take  the  next 
step  after  the  creation  of  the 
euro”?  (“France  proposes 
forex  stability  plan",  Febru- 
ary 9.)  Let's  see  how  the  first 
adventure  works  first 

Peter  Stephens, 

62  Crammer  Court, 

London  SW8  3WH,  UK 


Number  One  Southwark  Bridge,  London  SE1  9HL 
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Death 


Nicholas  Timmins  argues  that  the  UK  government  is  abandoning  welfare  for  ail  in 
order  to  concentrate  on  the  poor  and  to  improve  health  and  education 


Universalism  in 
Britain's  welfare 
state  Is  dying. 
Today  sees  one 
further  stage  in  its  decline: 
the  publication  of  a long 
awaited  government  bill  to 
reform  welfare  (which 
means,  in  Britain,  all 
government-run  social  pro- 
grammes from  pensions  and 
childcare  to  health  and 
unemployment).  The  bill 
marks  three  steps  down  a 
road  on  which  the  UK 
started  20  years  ago  - a slow 
but  steady  shrinkage  of  the 
welfare  state  back  towards 
its  care,  especially  health 
and  education. 

The  old  concept  or  the  wel- 
fare state  was  one  in  which, 
very  broadly,  everyone  paid 
taxes  and  everyone  drew 
benefits,  many  of  them 
regardless  of  income.  That 
has  been  fractured  by  widen- 
ing income  inequality  and 
rising  costs.  It  is  never  to  be 
repaired. 

In  its  place,  the  middle 
classes,  who  were  among  the 
biggest  beneficiaries  of  the 
postwar  welfare  state,  are 
being  offered  a new  deal: 
help  for  those  who  help 
themselves.  For  those  who 
do  not,  or  cannot,  there  will 
only  be  the  basic  state  safety 
net 

But  the  trade-off  is  that 
more  money  will  be  poured 
into  those  services  which 
remain  in  the  core  of  the 
welfare  state  - notably 
health  and  schooling,  the 
services  which  opinion  polls 
repeatedly  show  'are  the 
most  valued  by  the  middle 
classes. 

Universalism  in  social 
security  Is  dying,  paradoxi- 
cally at  the  hands  of  the 
party  that  has  historically 
been  its  biggest  champion  - 
the  Labour  party.  Its  death 
throes  can.  be  dated:  they 
began  with  a speech  to  the 
Labour  party  conference  in 
October  1976  by  the  former 
prime  minister.  Jim  Cal- 
laghan, abandoning  policies 
of  fiscal  expansion,  and 
ended  with  the  resignation 
in  July  last  year  of  the  then 
minister  for  welfkre  reform. 

The  former  .marks  the 
moment  when,  for  reasons 
only  partially  connected  to 
the  policies  of  successive 
Labour  and  Conservative 
; governments,  income 
inequality  started  to  widen 
| dramatically  in  the  UK  The 
latter  marks  the  departure  of 


the  one  minister  in  the  UK 
government  - Frank  Field  - 
was  committed  to  rebuilding 
universalism.  albeit  not  by 
traditional  m*wns. 

Instead  the  government 
. has  embarked  on  a very  dif- 
ferent project.  A greater 
redistribution  from  the 
better-off  to  the  Iras  well-off 
through  more  generous,  but 
means-tested,  benefits.  A 
continued  and  steady  ero- 
sion of  the  insurance-based 
benefits  - those  paid  regard- 
less of  Income  in  return  for 
national  insurance  contribu- 
tions. And  more  means- 
testing  of  contingent  bene- 
fits such  as  child  benefit  and 
some  disability  benefits. 

This  has  undoubtedly  con- 
centrated help  where  it  is 
most  needed.  But  the  result 
is  a steady  rise  in  depen- 
dence on  means-tested  sup- 
port, which  would  have  been 

inconceivable  from  a Labour 
government  even  five  years 
-ago. 

To  some  extent  it  has 
become  inevitable.  It.  is  the 
logical  outcome  of  rapidly 
widening  income  inequality. 
Over  the  past  20  years  the 
higher  your  income,  the  bet- 
ter you  have  done,  both 
absolutely  and  relatively. 
The  rich  have  not  only 
become  richer,  but  they  have 
done  better  than  those  in  the 
middle  who.  In.  turn,  have 
done  better  than  those  at  the 
bottom.  The  whole  Income 
distribution  has  concerti- 
naed  outwards.  As  a result,, 
it  becomes  impossible  to  do 
what  Labour  was  committed 
to  doing  as  recently  as  the 


1992  general  election  - start 
to  rebuild  universal,  non- 
means tested  benefits. 

This  because  widening 
Income  Inequality  made  it 
undeniable  that  flat-rate  ben- 
efits would  go  to  people  who 
did  not  really  need  them. 
More  people  plainly  fall  into 
that  category  than  when 
Income  was  much  more 
closely  bunched  around  the 
mean. 

So  fer,  the  impact  of 
this  redistribution  by 
stealth  - using 
obscure  taxes,  and 
restructuring  education, 
legal  aid  and  benefits  - has 
been  limited-  But  just  as  'the 
welfare  state  did  not  look 
very  different  two  years  into 
the  first  Thatcher  govern- 
ment, when  key  decisions 
which  contributed  to  widen- 
ing inequality  had  already 
been  taken,  the  direction  of 
travel  is  clear.  Over  time,' its 
impact  will  be  cumulative. 
Very  broadly,  it  looks  as 
though  the  bottom  third  Is 
gaining  at  the  expense  of  the 
top  two-thirds. 

To  be  fair,  the  traffic  is  not 
entirely  one-way.  Britain’s 
welfare  state  is  a complex 
beast  and  the  Blair  govern- 
ment like  all  governments, 
has  mixed  policy  objectives. 
Thus  the  middle  classes  are 
gaining,  along  with  everyone 
else,  from  free  or  subsidised 
pre-school  education.  Some 
will  gain  from  new  subsidies 
for  childcare. 

But  where  will  it  end?  If 
the  universallst  bits  are  seen 
as  insufficiently  redistribu- 


tive, should  not  the  National 
Health  Service  funding  for- 
mula, which  dishes  out  cash 
to  health  authorities  accord- 
ing to  the  age  of  their  popu- 
lation and  its  sickness,  take 
into  account  private  provi- 
sion? 

In  the  home  counties 
around  London,  one  in  four 
hip,  cataract  and  similar 
operations  are  performed 
privately.  Yet  NBS  funding 
takes  no  account  of  this. 
Arguably  such  areas  are  get- 
ting an  unfair  share  of  total 
health  resources  compared 
with  poorer  areas  with  less 
private  provision,  in  educa- 
tion, this  inequality  is  being 
addressed.  Surrey,  one  of  the 
richest  parts  of  England, 
where  almost  25  per  cent  of 
children  are  educated  pri- 
vately, is  haring  its  govern- 
ment grant  for  state  schools 
cut 

And  there  is  another  issue. 
Means-tested  benefits,  as  Mr 
Field' has  forcefully  pointed 
ont,  promote  Idleness, 
encourage  dishonesty  and 
penalise  saving.  The  govern- 
ment's growing  willingness 
-to  TiwitP  work-seeking  com- 
pulsory is  teritiing  the  first 
of  these.  But  to  deal  with  the 
other  two,  as  growing  num- 
bers come  to  depend  upon 
means  tests,  some  of  the 
rules  surrounding  may 
have  to  be  made  more  gener- 
ous - particularly  bow  much 
people  can  bold  in  savings 
and  capital  and  still  claim. 
Otherwise  the  middle  clas- 
ses, with  a smaller  platform 
of  beneflts-as-of-right  to 
stand  on,  risk  seeing  their 
savings  too ' rapidly 
destroyed  when  misfortune, 
temporary  or  permanent, 
strikes.  That  is  almost  cer- 
tainly the  next  part  of  this 
project. 

Behind  all  this  lies  the 
really  big  question.  If  the 
penny  drops  with  the  middle 
classes  that  they  win  be  pay- 
ing more  In  taxes  but  will  be 
increasingly  reliant  for 
income  on  their  own  private 
resources  - how  will  they 
react?  And  what  will  be  the 
electoral  impact  be?  In  V31' 
ticalar,  will  toe  big  improve- 
ments Labour  has  promised 
in  the  services  that  the  mid- 
dle class  most  value  - uni- 
versal health  and  schooling 
- be  sufficiently  risible 
this  key  part, of  toe  elector; 
ate  to  judge  that  the 
trade-off  has  been  worth- 
while? • 


I VI  TIA 


flit- 

•r  i 'r 


»*>  I 


ruing  iro 

. ,aL-hrnen 


I**  « 


’-J  kUMF 

' J - r- 

rftwrik'  W i 


•■«*.  ***«*»  I 

..  - li  *•» 

. . . 

- . • rr  **•*  ** 


1'tw  -<M* 


• yaw 

.4M 


* 4N 

T ■* 


'■V** 


1 black  mo 


- «-*** 

• .-.t-«.«caur 

• * «■**■ 


■ - 

*-:*  itai 


■ ’k"'* 

■■  r >**m 

■!i:i 
' -re*.  * 

• l-  - .vmw  Mm. 

i I*** 

•»•  ••  . 

-■ 


...  - jm  nan  f 

fg 

">l  KMM 

ttmm 
■ i 

• 

--■*  «MMV 

• . i An) 


^lopment  ak 


.V7;_‘  - - 

■■  Ssf-' 

XT'/- 

.. 

i’.' ant  l“'-"  % 

• 

-■ 

■ - - * i | 

•'  -»Vr-  • 
* 

--  !aS 

■ 

. ^ - 

■ 

SV 


- -S  -Oltww* 
• tea* 


' r.K*  tto*HL  • 15 
-■-«***! I 

• 'f-teVHf*  mam 

* mm  am, 

fud 

I • 


I JS& 


"-**»*-  * mam 
'n- "***•!* 
•••  wawr  pgft- 

-■  - J-  itapp- 

- 

*i|tf  ioQf- 

— - *tm 

*;H.  ‘-4  l***#l* 
~'TJ  ” * 

* -vti  iMtft 

mm 


;*v 


***  «i-«h 


FINANCIAL  TIMES  WEDNESDAY 


FEBRUARY  10  1999 


13 


>R 

tran\|)art,. 


FINANCIAL  TIMES 


..^ednesday  February  10  1999 


$ Learning  from 
impeachment 
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Icll  fhf  Martian' 


A weary  US  public  is  breathing  a 
sigh  of  relief  now  that  President 
Bill  Clinton's  impeachment  trial 
is  drawing  to  an  end.  The  ««»»♦» 
Is  approaching  its  final  vote,  due 
in  the  next  couple  of  days,  on 
charges  of  perjury  and  obstruct- 
ing justice. 

But  it  would  be  a pity  to  let  the 
tawdry  case  pass,  assuming  that 
Mr  Clinton  will  not  be  convicted, 
without  seeking  lessons  for  the 
institutions,  if  not  the  individual 
Has  the  impeachment  process 
worked  in  the  way  intended?  Not 
entirely. 

The  standard  set  by  the  foun- 
ding fathers  of  the  US  constitu- 
tion was  that  the  process  must 
inspire  public  confidence,  for  the 
good  of  the  nation  and  to  be  con- 
sistent with  the  rule  of  law. 
While  the  process  was  techni- 
cally Legal,  it  foiled  the  crucial 
public  confidence  test 

That  view  is  founded  partly  on 
the  vehemence  with  which  Ken- 
neth Starr,  the  special  prosecu- 
tor, pursued  the  president  The 
independent  counsel  is  now  seen 
by  many  as  an,  unacceptable  con- 
straint on  executive  power.  That 
has  something  to  do  with  Mr 
Starr’s  personality,  but  is  also  a 
consequence  of  the  way  prosecu- 
tors are  selected. 

The  office  was  created  in 
response  to  Watergate,  to  avoid 
the  situation  in  which  a presi- 
dent could  hire  and  fire  his  own 
special  prosecutors  at  wBL  But 
though  freed  from  presidential 
influence,  the  office  has  never 
quite  escaped  the  influence  of 


partisan  politics, 

So  the  obvious  lesson  is  that 
the  independent  counsel  law 
should  be  redesigned  when  it 
comes  up  for  review  by  Corgreas 
at  the  end  of  June.  The  choice  of 
counsel  needs  to  be  madp  in  a 
way  both  independent  of  party 
politics  and  yet  seen  to  be  demo* 
cratfe.  Selection  by  a panel 
appointed  by  the  judiciary  would 
be  an  option. 

Equally,  there  is  a political  les- 
son. Partisanship  has  come  from 
both  sides.  Just  as  the  right  wing 
of  the  Republican  party 
seemed  more  keen  to  pursue  the 
president  than  constitutional 
duty  required,  so  the  Democrats 
have  been  for  more  aggressively 
pro-Clinton  than  justified  by  the 
merits  of  the  «<iw 

That  is  the  nature  of  politics. 
And  yet  the  US  constitution, 
implies  that  there  should  be  a 
limit  to  partisanship  when  it 
comes  to  weighty  matters  such 
as  this.  That  limit  was  breached 
when  House  of  Representatives 
sent  Mr  Clinton  to  trial  in  the 
Senate  at  mim*  tfrnp  as  some  of 
its  members  suggested  that  cen- 
sure, rather  than  impeachment, 
was  the  aim. 

It  is  incumbent  on  the  house  to 
recognise  that  an  imppar^mAnt 
trial  should  be  a way  of  protect- 
ing the  office  of  president,  not 
punishing  the  mun  Iff:  Clinton 
has  certainly  been  shamed  by  the 
process.  But  the  ultimate  politi- 
cal victims  could  be  the  pursuers, 
not  the  pursued.  That  sorely  was 
not  the  founding  fathers’  aim. 


All  black  mood 


rmm*m 


Last  year's  recession  has  taken 
the  shine  off  New  Zealand’s 
much-vaunted  economic  model. 
Now  the  authorities  in  Welling- 
ton have  begun  to  respond. 

. j.  This  week  the  Reserve  Bank 
. Lvknnounced  a significant  revision 
‘ m the  operation  of  monetary  pol- 
icy. Soon  the  government  will 
announce  a series  of  measures  in 
the  Industrial  sector.  It  would  be 
easy  to  jump  to  tbe  conclusion 
that  the  country  was  turning  Its 
back  on  its  purist  free  market 
approach. 

In  fort  New  Zealand  is  not 
likely  to  do  so,  nor  should  it  An 
open  economy  may  be  vulnerable 
to  short-term  shock  but,  for  such 
a small  country,  being  open 
brings  the  best  chance  of  sustain- 
able growth  over  the  long  term. 

The  latest  measures  reflect 
both  the  severity  of  the  down- 
turn, and,  in  tbe  government’s 
case,  the  fact  that  an  election  Is 
due  before  long:  But  they  should 
be  Judged  on  whether  they  are 
usefbl  fine-tuning,  rather  than  a 
prelude  to  fundamental  change. 

Most  would  now  agree  that  the 
Reserve  Bank  has  paid  too  much 
attention  to  its  monetary  condi- 
tions Index  which  links  interest 
rates  closely  to  the  exchange 
rate.  Rates  were  thus  pushed  up 
as  the  local  dollar  foil  after  the 
onset  of  tbe  Aslan  shock,  aggra- 
vating a slowdown  that  was 
already  in  the  works.  Other  indi- 
cators, such  as  the  yield  curve, 
showed  policy  was  already  tight 


It  makes  sense  to  back  away 
from  emphasis  on  the  index.  Nei- 
ther tbe  bank’s  independence, 
nor  its  inflation  target  is  affected. 
• As  for  industrial  policy,  a 
recent  visit  from  a top  Irish  min- 
ister has  suggested  to  New  Zea- 
landers that  a more  intervention- 
ist stance  can  bring  the  high 
growth  they  lack.  But  other  fac- 
tors influence  Irish  growth.  It  is 
part  of  a much  larger  European 
economy  and  may  yet  face  a 
price  for  keeping  interest  rates 
low  at  a time  of  runaway  growth. 

If  New  Zealand’s  industrial 
measures  involve  Kttte  more  than 
spot  of  funding  far  research  and 
development,  that  will  be  fine. 
There  would  he  cause  for  worry  if 
New  Zealand  abandoned  its  plan 
to  eliminate  impart  tariffa  but 
that  is  unlikely. 

Other  finetizning  measures  are 
needed.  New  Zealand’s  refusal  to 
impose  capital  gains  tax  on  hous- 
ing has  created  serious  distor- 
tions, and,  over  time,  has  been  a 
factor  keeping  Mot*  up 
at  the  expense  of  exporters.  Sep- 
arating fiscal  and  monetary  pol- 
icy does  not  mean  they  should 
operate  in  different  vaemnns. 

On  the  broader  front  there  is 
already  some  evidence  of  recov- 
ery. Eventually  New  Zealand 
may  be  semi  to  have  weathered 
the  Aslan  storm  fairly  weD  far 
such  an  exposed  economy.  The 
paint  may  be  chipped' but  the 
model  is  not  broken.  It  does  not 
need  fixing.  . . 


Development  aid 


COMMENT  & ANALYSIS 


The  latest  report  from  the 
Organisation  for  Economic 
Co-operation  and  Development’s 
Development  Assistance  Commit- 
tee shows  that  official  assistance, 
from  rich  to  poor  countries,  has 
plunged  to  a historic,  and  misera- 
ble, low.  This  trend  should  be 
reversed,  starting  with  generous 
debt  relief.  Where  developing 
countries  have  the  institutional 
capacity  to  promote  economic 
growth  and  poverty  reduction, 
rich  countries  must  be  generous. 

Overseas  aid  from  the  21  rich- 
est OECD  countries  which  make 
up  the  Development  Assistance 

Committee  fall  from  (L25  per  cent 
of  combi"***  national  income  in 
1996  to  fi.22  per  cent  in  1997. 
Development  aid  has  fallen  by  20 
per  cent  in  real  terns  since  18®. 
largely  due  to  reduced  aid  bud- 
gets in  tbe  Group  of  Seven  load- 
ing industrial  economies. 

Combined  with  foiling  capital 
flows  to  poor  countries  in  tbe 
, wake  of  the  emerging  markets 
' crisis  and  a shift  in  the  terms  of 
trade  against  developing  coun- 
tries. due  to  depressed  commod- 
ity prices.  It  is  dear  that  eco- 
nomic and  soda!  development  in 
poor  countries  is  becoming  an 
ever  sleeper  hfll  to  <£tab. 

yantag  aid  reflects  a number  of 
forces,  such  as  tbe  end  of  cold, 
war  related  assistance,  and  tea- 
get  deficit  cutting  in  rich  coun- 
tries, where  overseas  aid  is  an 
easy  target.  R also  reflects  a 
more  fandamesfal  problem.  u» 


record  of  development  assistance 
Is  for  from  an  unmitigated  suc- 
cess. Huge  sums  of  money  in  aid 
and  loans  have  been  wasted  in 
pom*  countries  afflicted  by  cor- 
rupt governments,  inadequate 
institutions  and  conflict.  In  2am- 
bia  and  Zaire,  to  take  two  exam- 
ples, millions  of  dollars  of  aid 
were  wasted  and  stolen. 

However,  tbe  record  should  not 
lead  to  despair  over  development 
assistance^  but  rather  a qualified 
optimism.  As  the  Development 
Assistance  Committee  states, 
developing  countries  are  ulti- 
mately responsible  far  their  own 
development  - but  aid  can  have 
an  important  role  too. 

In  countries  with  good  policy, 
it  can  help  to  boost  investment 
directly,  and  can  also  spur 
growth  by  crowding  in  private 
sector  investment  Tbe  World 
Rank  estimates' that,  where  poli- 
cies are  sound,  a dollar  of  foreign 
aid  attracts  two  doBazs  of  foreign 
investment  by  buoying  up  pri- 
vate sector  •confidence,  and  help- 
ing to  buSd  public  infrastructure 
. hi  countries  unable  to  absorb 
financial  help,  technical  assis- 
tance and  advice  cm  reform  are  a 
valuable  first  step. 

Higher  growth  is  tbe  surest 
route  to  reducing  poverty.  Rich 
countries  therefore  have  an  obli- 
gation to  increase  development 
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In  his  father’s  footsteps 


King  Hussein  was  part  of  the  Middle  East  solution.  His  son  will  need  American  help  to  prevent 

Jordan  becoming  part  of  the  problem,  says  David  Gardner 


debt  relief  for  those  highly 
indebted  poor  countries  commit- 
ted to  reform.  . 


At  the  and  of  the  late 
King  Hussein’s  state 
funeral  on  Monday, 
his  young  h<ttr  King 
Abdullah  stood  and  accepted  con- 
dolences from  more  than  50 
world  leaders.  and  from  Jordan’s 
people  - still  queueing  at  the 
royal  palace  last  night.  The  digni- 
fied and  splendid  ceremony  was  a 
mark  of  the  esteem  Hussein  com- 
manded, and  a show  of  national 
and  international  support  for  his 
untried  successor. 

It  was  also  a choreographed 
display  of  Hashemite  family 
unity  after  the  dynastic  upheaval 
the  dying  king  triggered  by 
dumping  his  brother  Hassan, 
crown  prince,  confidant  and 
brains-trust  through.  34  of  the  46 
years  of  his  reign. 

It  was  Prince  Hassan  who  was 
given  pride  of  place  after  the 
king  in  the  family  line-up,  rather 
than  the  new  crown  prince  - 
Hussein's  favourite  son  Hamza  - 
who,  at  18,  was  positioned  down 
the  imp  after  two  elder  brothers 
and  another  unde.  Along  with 
Jordanian  television's  frequent 
and  lingering  Close-Ups  of  TUng 
Abdullah  and  Prince  Hassan  in 
consultation,  the  message  was* 
clear,  chapter  closed. 

The  question  now  is  how  King 
Abdullah  can  turn  the  sympathy 
and  support  displayed  this  week 
to  the  challenges  ahead.  His 
western  neighbour,  Israel,  is  in 
the  middle  of  a bitter  general 
election;  the  Arab-lsrael  peace 
process  is  moribund;  his  eastern 
neighbour,  Iraq,  has,  for  the 
moment,  outlasted  US  air  strikes 
and  there  appears  to  be  no  feasi- 
ble western  policy  hi  place  now 
far  dealing  with  Saddam  Hussein. 

For  many  years,  Jordan  was 
part  of  tbe  solution  to  such  trou- 
bles. Put  bluntly,  the  challenge 
now  is  to  avoid  becoming  another 
part  tfflw  problem.  So,  while  the 
young  monarch  can  hardly  hope 
to  achieve  the  position  his  father 
built  up  over  five  decades,  he 
needs  to  capitalise  quickly  an  the 
groundswell  of  good  wffl  King 
Hussein’s  death  unleashed. 

That  means  his 

position  nationally  and  region- 
ally. It  also  means  dealing 
urgently  with  an  at  best  stagnant 
economy,  currently  unable  to 
provide  perhaps  a third  of  his 
countrymen  with  a living.  But  to  - 
succeed,  he  needs  a regional  envi- 


ronment of  peace  and  economic 
cooperation  which  the  US-led 
Middle  Bast  peace  process  shows 
no  of  able  to  deliver. 

Inexperienced  though  he  is  in 
government.  King  Abdullah’s  Ini- 
tial position  is  strong.  Whether 
by  wish  or  conviction,  nearly 
everyone,  at  home  and  abroad,  is 
disposed  to  see  him  as  his 
father's  son.  “a  chip  off  the  did 
block”  as  one  senior  US  official 
put  it 

A 37-year-old  career  soldier 
educated  at  Oxford  and  George- 
town universities,  be  was  until 
bis  sudden  elevation  the  hrewt  of 
the  Special  Operations  Com- 
mand, combining  the  elite  com- 
mando forces,  the  Royal  Guard 
and  the  Mukhabartti  or  intelli- 
gence units,  hi  other  words,  he 
commanded  the  strike  forces  of 
the  Bedouin-recruited  army,  tbe 
bedrock  of  Hashemite  rule  - 
which  was  on  full  display  at  King 
Hussein's  ftmeral  in  case  anyone 
was  in  any  doubt 

Tbe  new  king  Is  also  married  to 
an  lmflgqimtng  middle-class  Pal- 
estinian from  the  West  Bank. 
This  marriage  is  very  popular 
with  Jordanians  of  Palestinian 
origin  (about  two-thirds  of  the 
population)  - even  though  Abdal- 
lah himself  was  bom  of  Hussein's 
second,  English  wife.  King  Hus- 
sein  himself  also  married  a Pales- 
tinian — the  enormously  popular 
Queen  Aha  whose  death  in  a heli- 
copter crash  22  years  ago  was 
comemarated  yesterday  amid  tbe 
royal  mourning  - and  did  so  at 
the  conclusion  of  the  197(1-71  civil 
war  with  the  Palestine  liberation 
Organisation. 

Yet  Jordanians  over  the  past 
decade  were  introduced  by  King 
Hussein  to  the  most  pluralist  sys- 
tem in  the  Arab  world  - only  to 
see  it  gradually  rolled  bade  as  the 
peace  process  began  to  falter. 
Parliamentary  elections  in  1988 
returned  Islamists  as  the  largest 
party.  Their  opposition  to  the 
1994  peace  treaty  with  Israel 
meant  that  by  the  elections  of 
that  year  the  electoral  system 
was  gerrymandered  to  ensure  a 
solid  caucus  of  loyal  Bedouin 
notables.  Many  Jordanian  politi- 
cians regard  tw*  as  a dangerous 
reversion  to  tribal  politics,  made 
worse  when  the  Islamists  boycot- 
ted last  year’s  elections. 

. The  late  king,  moreover,  so 
overarching  a presence  that  he 


dwarfed  an  political  institutions, 
«?hang«a  bis  government  56  timaa 
in  46  years.  While  this  rotated 
office,  and  ostensibly  kept  a bal- 
ance between  the  geographical, 
ethnic,  tribal  and  class  compo- 
nents of  the  nation,  it  inculcated 
a culture  of  patronage  and  cor- 
ruption. 

As  the  treaty  with  Israel 
became  more  and  more  unpopu- 
lar - especially  after  September 
1997  when  a Mossad  hit  squad 
botched  the  assassination  of  a 
Palestinian  Islamist  leader  in 
central  Amman  - King  Hussein 
intensified  his  clampdown  on  a 
hitherto  relatively  free  press. 

Although  public  debate  during 
tbe  40  (fays  of  mourning  will  be 
subdued,  several  ex-ministers 
and  at  least  two  former  prime 
ministers  are  saying  privately 
that  Eng  Abdullah,  should  return 


Things  are  edgy, 
like  when  the  snake 
is  losing  its  skin.  Any 
sudden  movement 
and  it  strikes’ 


to  the  road  of  constitutional  mon- 
archy Jordan  started  on  in  1989. 
That  would  mean  uzunediated 
elections,  a fully  free  press  and  a 
chance  for  civil  society  to 
strengthen  its  institutions.  But 
none  of  them  is  bolding  his 
breath. 

As  one  prominent  businessman 
put  it  fate  last  year,  “things  are 
very  edgy  here,  just  like  when 
the  snake  is  losing  its  aldn;  any 
sudden  movement  around  it  and 
it  strikes".  Zu  the  view  of  one 
leading  politician,  only  the  king 
can  effect  change.  “No  institu- 
tion, no  current,  no  individual, 
no  one  else  can  be  the  tool  of 
change." 

Others  counsel  that  tbe  revival 
of  regional  tension  and  the  dete- 
rioration in  the  economy  makes 
this  a time  for  consolidation,  not 
experiment.  Without  significant 
advances  on  these  two.  adjoining 
fronts,  their  voices  are  more 
likely  to  prevail. 

A raft  of  leaders  at  Ring  Hus- 
sein’s funeral  have  promised  to 
shore  up  resource-poor  Jordan 


with  new  infusions  of  aid  and 
finance.  If  these  pledges  are  hon- 
oured, Jordan’s  immediate  posi- 
tion will  be  safeguarded.  Longer 
term,  however,  the  picture  looks 
bleak.  Having  stabilised  its 
macro-economy  and  liberalised 
its  micro-economy  under  Interna- 
tional Monetary  Fund  guidance, 
Jordan  still  finds  that  its  main 
market.  Iraq,  is  closed  by  United 
Nations  sanctions,  while  the 
main  economic  hope  of  its  peace 
policy,  Israel  and  the  West  Hawk 
is  hlopkad  off  by  a miy  of  Israeli 
protectionism  and  the  collapse  of 
the  peace  process. 

Almost  every  attendant 
restructuring  problem,  such  as 
the  lifting  of  bread  subsidies 
which  convulsed  the  kingdom  in 
riots  In  August  1996  - which  the 
then  Prince  Abdullah’s  special 
forces  quelled  - or  fast-dwindling 
water  and  water  quality  - which 
led  to  last  year’s  change  of  gov- 
ernment - only  looks  soluble  in 
tbe  context  of  a regional  settle- 
ment 

So  however  gifted  King  Abdul- 
lah proves,  Jordan’s  develop- 
ment. political  and  economic,  is 
conditioned  by  a Middle  East 
peace  process  which  has  been  in 
freefall  since  Benjamin  Netan- 
yahu came  to  power  in  Israel  in 
1996.  Not  even  King  Hussein,  the 
region’s  most  convinced  and 
active  peacemaker,  could  change 
that  Bill  Clinton , the  US  presi- 
dent, has  acknowledged  that  it 
was  King  Hussein  who  managed 
to  persuade  Mr  Netanyahu  and 
Yassir  Arafat  the  Palestinian 
leader,  to  agree  last  autumn’s 
Wye  Plantation  accord  on  a small 
Israeli  withdrawal  from  the  West 
Bank.  Yet  even  that  was  not 
implemented.  With  King  Hussein 
gone,  it  is  wholly  unlikely  King 
Abdullah  can  do  better. 

After  his  father’s  ftmeral  thin 
week,  the  young  king  had  talk* 
with  all  tiie  key  regional  players, 
in  particular  Mr  Clinton,  Mr 
Netanyahu,  Mr  Arafat,  President 
Hosni  Mubarak  of  Egypt  and 
President  Hafez  al-Assad  of  Syria. 

The  presence  of  Mr  Assad  - 
who  like  Mr  Arafat  is  in  very 
poor  health  - was  in  part  meant 
to  underline  that  Syria  is  still 
interested  in  peace  despite 
Israel’s  refusal  to  return  the 
Golan  Heights,  conquered  in  the 
1967  war  along  with  the  West 
Bank  and  east  Jerusalem.  He  is 
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Slippery  slope 
for  Chretien 


Canada's  Whistler  Mountain  has 
an  international  refutation  for  the 
best  skSng  to  North  America.  But 
for  Canadan  prime  minister  Jean 
Chrttien  It’s  an  uncomfortably 
tong  way  from  Amman. 

ChnSOen  this  week  folds 
himself  being  roundly  criticised  at 
home  for  being  the  oidy  leader  of 
a G8  nation  who  fa3ed  to  turn  up 
for  Tuesday's  funeral  for  Ktog 
Hussein  of  Jordan. 

The  Reform  opposition  party 
has  of  course  been  scoring  . 
points  left,  right  and  centre,  it’s 
bean  going  out  of  Hs  way  to 
emphasise  tint  "other  than 
Saddam  Hussein,  the  only  world 
leader  not  there  was  the 
Canadian  prime  minister".  - 

The  reason?  He'd  just 
embarked  on  a slang  holiday  at 
Whstier  and  Is  pleading  that  It 
proved  physically  impossible  for 
him  to  get  to  Amman  at  such 
short  notice. 

The  trouble  ts,  his  own  mSftary 
have  been  busy  poWng  holes  to 
the  excuse,  pototfog  out  that  a 
hefcopter  could  easBy  have 
whisked  the  prime  rrtnistar  from 
foe  slopes  to  the  airport  at 
Vancouver,  from  there  he  would 
have  had  no  problem  making  it  to 
time. 

Even  worse,  the  sfcflng  wasn't 
that  good.  Wfdstfer  riders  were 
suffering  after  several  days  of 
blowing  snow  and  record  high 
winds.  Now  ft’s  going  to  take  a 


whfie  for  the  political  huffing  and 
puffing  to  die  down. 


New  life 


It’s  enough  to  test  your  faith  in 
reincarnation.  WBy  Incfian 
businessmen  are  upsetting 
regulators  by  renaming  their 
companies  to  sound  Bke 
high-tech  stocks  so  they  can 
benefit  from  the  software  frenzy 
currently  exciting  foe  markets. 
And  the  trick  seems  to  be 
working. 

GuEGble  investors  are  snapping 
up  shares  to  small  companies 
like  IOC  Infotech,  formerly  Ariharrt 
Housing  Finance,  Cyberspace 
Infosys,  once  Century 
International  Finance,  and  Silicon 
VaJJey  Infotech  - the  erstwhBe 
more  prosaically  named  Prashant 
Food  Products. 

So  foe  Bombay  stock 
exchange  is  warning  Investors  to 
make  sure  that  the  companies 
really  have  been  reborn  and  not 
just  rebranded.  In  foe  meantime, 
genuine  software  executives  are 
getting  incnsashgfy  exasperated. 
As  one  told  Observer.  "If  this 
carries  on,  the  entire  sector 
could  end  up  trading  at  a 
discount" 


Britta  future 


Klaus  Steftnann,  king  of  one  of 
Germany's  biggest  clothing 
manufacturers,  has  lost  more 
than  a few  important  executives 
over  foe  last  year.  Now,  one  of 
his  daughters  has  junped  ship 


aswelL 

Steftnann,  69,  founder  of  the 
group  that  bears  his  name  and 
supplies  big  retailers  such  as 
Marks  & Spencer  with  own-label 
fashions,  has  suddenly  parted 
company  with  daughter  and 
managing  director  Britta,  widely 
seen  as  the  favourite  of  his  three 
daughters. 

She’s  quit  after  plenty  of  talk 
that  she’d  been  trying  to  turn  the 
company’s  “fashion  for  foe 
mBIkms”  strategy  into  one  of 
“fashion  for  mftfionaires".  She's 
gone  on  record  saying  that  was 
never  her  intention,  although 
she’s  been  keen  on  reusing  foe 
company’s  international  profile. 

Britts,  whose  business  skills 
have  attracted  heaps  of  praise, 
not  to  mention  honours,  isn't 
alone  in  seeking  a new  Qfe 
beyond  foe  family  business. 
Since  last  summer,  foe 
company's  lost  a commercial 
director  and  a short-lived 
marketing  director. 

So  Steilmann  is  looking  for  a 
new  managing  director  while 
Britta  fa  applying  her  many 
talents  to  bufldtog  up  Concept,  a 
clothes  supplier  to  food  chains. 


Taking  a Liberty 


There  was  an  almost  indecent 
haste  about  yesterday’s  embrace 
of  South  African  life  assurer 
Liberty  Life  by  the  Standard  Bank 
Investment  Corporation,  one  of 
the  country’s  big  four  banks.  The 
two  have  been  exchanging 
longing  looks  for  some  time,  but 


the  forbidding  figure  of  Liberty's 
founder  Donny  Gordon  always 
seemed  to  be  linking  in  the 
wings  to  scare  suitors  away. 

It  was  only  on  Friday  that 
Gordon  announced  that  he  was 
stepping  down  after  42  years  at 
tire  heed  of  Liberty  Ufa  Stanbto 
didn’t  hang  about  - investors 
were  piling  into  both  outfits’ 
shares  expecting  nuptials. 

For  Gordon,  innovation  was  the 
making  of  his  business  empire, 
and  maybe  it  was  innovation  that 
finally  pushed  him  out  of  It  He 
insists  he  always  intended 
stepping  down  from  Liberty  Life 
when  he  reached  70  - next  year 
- to  spend  more  time  on  his 
farm. 

The  business  which  began  in 
foe  late  1950s  with  R 100.000  of 
capital  is  now  worth  about 
R27bn  after  leading  the  way  In 
glitzy,  newfangled  notions  like 
unit  trusts  and  big  shopping 
malls.  But  lately  Gordon  has 
been  getting  more  and  more 
tetchy  with  foe  latest  breed  of 
innovators  - speculators, 
derivatives  traders  and  other 
assorted  smart  alecs.  Meanwhile, 
Liberty’s  fond  performance  hasn't 
been  helped  by  his  insistence  on 
corporate  trade  records  at  a time 
when  new  technology  stocks 
have  been  burning  rubber. 

One  of  Gordon's  least  favourite 
terms  was  raid  to  be 
bancassurance  - a word  bandied 
about  enthusiastically  yesterday 
by  Stanbic  chief  Mike  Vosloo. 

Life  will  never  be  the  same  agato 
atl&erty. 


understood  to  have  told  Mr  Clin- 
ton this  in  a brief  meeting.  But 
he  cannot  break  the  deadlock. 
Nor,  probably,  can  Mr  Mubarak, 
despite  Egypt’s  1919  peace  treaty 
with  Israel.  Mr  Netanyahu  has 
chosen  to  believe  that  whereas 
King  Hussein  was  equidistant 
between  Israel  and  the  Palestin- 
ians, the  Egyptian  president  is 
finely  in  Mr  Arafat's  camp. 


Ostensibly,  therefore,  every- 
thing now  appears  to  depend  on 
the  outcome  of  Israel's  elections 
on  May  17,  being  viciously  fought 
over  the  peace  issue  between  Mr 
Netanyahu  and  two  former  gen- 
erals. Ehud  Barak,  the  Labour 
party  leader,  and  Yitzhak  Morde- 
chai,  Mr  Netanyahu’s  estranged 
former  defence  minister.  As 
things  stand,  it  looks  as  though 
the  incumbent  premier  can  rally 
his  extremist  allies  with  budget- 
ary handouts  and  split  the  oppo- 
sition vote.  Many  Israeli  analysts 
expect  him  then  to  implement 
enough  of  the  Wye  agreement  to 
win  in  a run-off  in  June.  Whoever 
prevails,  however,  none  of  the 
three  candidates  has  indicated  he 
is  willing  to  make  the  necessary 
territorial  concessions  to  the  Pal- 
estinians, Syrians,  and  indeed. 
Lebanese  - 12  per  cent  of  whose 
land  Israel  also  occupies  - to 
reach  a comprehensive  regional 
settlement. 


That  leaves  tbe  US  which,  as 
Israel’s  main  ally  must  realise 
that  with  King  Hussein  gone  and 
several  ageing  and  infirm  Arab 
leaders  in  danger  of  following 
him  soon,  the  scope  for  instabil- 
ity is  widening.  Until  now,  Mr 
Clinton  has  applied  only  gentle 
pressure  on  Israel.  But  the  stakes 
are  getting  higher. 


Ibis  is  why  Jordan,  in  particu- 
lar, which  under  King  Hussein 
was  part  of  the  solution,  could 
now  become  part  of  the  problem 
- through  no  fault  of  King  Abdul- 
lah who  has  pledged  to  continue 
his  father's  peace  policy. 


As  the  late  king  himself  said  — 
in  an  interview  just  before  a Jew- 
ish zealot  assassinated  Yitzhak 
Rabin,  the  Israeli  leader  who 
launched  the  peace  process  - 
“this  is  a race,  between  those 
who  believe  in  life  and  stability 
and  the  prisoners  of  the  past  with 
all  its  horrors”.  It  is  not  a race 
with  unlimited  time  left 


100  years  ago 


German  Naval  Competition 
According  to  a writer  in  foe 

"New  York  Post,"  the 
politeness  of  Porto  Ricans  is 
phenomenal-  “To  this  day  in 
Porto  Rico,"  he  rays,  "when  a 
native  boards  a passenger 
coach  and  the  door  is  closed, 
he  invariably  knocks  politely 
and  waits  until  someone  rises 
and  bids  him  enter.  Then  he 
goes  from  seat  to  seat  and 
solemnly  shakes  hands.  He 
also  wishes  his  fellow 
travellers  good  hearth  and  the 
protection  of  the  saints."  This 
suavity  of  manner  will  be 
much  appreciated  by  those 
urbane  and  obliging 
gentlemen,  foe  Yankee 
conductors. 


50  years  ago 


Germany  As  Competitor 
Rising  German  competition 
has  rightly  been  foe  subject  of 
some  disquiet  to  British 
industry  since  the  currency 
reform  revitalised  German 
production.  But  the  comments 
made  by  Government 
representatives  in  the  House 
of  Commons  yesterday  should 
allay  foe  fears  so  freely 
expressed  that  this 
competition  was  “unfair.” 
Since  the  uniform  rate  of  30 
cents  to  one  Mark  was 
introduced,  German  export 
prices  have  been  related 
directly  to  production  costs. 


■ it  • 


-IB 


««7*vlrH  mmwBefrffv^8ffg..Beoaow..mm  S3  r389S!Hr5MM8g998tt5SttSS33&S5g8S$93S$g„g  S S9*ffi»‘J8Sf£gBBgB*9SB2BB9frnB9~*VBS9itSWB®  B WSSJfJBBBSM 


^ vr~ 


BUILDING  HOMES 
OF  INDIVIDUALITY 
FROM  SCOTLAND  TO 
THE  SOUTH  COAST 


^83££ 


FINANCIAL  TIMES 


WEDNESDAY  FEBRUARY  10  1999 


NfffzZi---*. 

> 4 1 • 


H'-' • 


THE  LEX  COLUMN 


Upwardly  mobile 


From  its  name,  one  might  think  MobOcom 
was  a mobile  phone  company.  And,  In  a 
way,  it  is.  But  while  the  German  telecom- 
munications group  still  resells  mobile 

phone  services,  its  runaway  share  price 

rests  on  success  in  fixed  services.  From  a 
standing  start  last  year,  it  grabbed  10  per 

cent  of  the  long-distance  market.  Its 

cut-throat  pricing  and  cheeky  advertising 
did  not  simply  catch  incumbent  Deutsche 
Telekom  unawares  but  left  heavily  capi- 
talised new  entrants  - like  o.teLo  and 
Vlag  Interkom  - flat-footed. 

The  result  is  that  Mobil  com  is  now 
worth  nearly  DMllbn  despite  precious 
little  capital  Investment.  And  Its  founder, 
Gerhard  Schmid,  has  become  an  icon  of 
popular  capitalism  In  Germany.  The  Mob- 
il com  phenomenon  is  like  the  wild  enthu- 
siasm for  Internet  stocks  in  the  US.  The 
only  difference  is  Mobilcom  actually 
makes  money  - DM14lm  after-tax  last 
year. 

There  is  just  one  snag.  Mobilcom’s  busi- 
ness model  - arbitraging  the  difference 
between  the  high  prices  DT  charged  for 
long-distance  calls  and  the  low  cost  Mobil- 
com had  to  pay  to  use  DT*s  network  - 
does  not  look  sustainable.  Both  other  new 
entrants  and  DT  itself  are  slashing 
charges.  If  Mobilcom  is  to  justify  its  share 
price,  it  will  have  to  reinvent  itself  again. 
Given  its  fleetness  of  foot,  that  cannot  be 
ruled  out.  Alternatively,  it  could  sell  itself 
to  one  of  its  stodgy  rivals  which  have 
invested  a packet  but  so  for  foiled  to  sign 
up  many  customers. 

SmithKIine  Beecham 

Having  tried  and  foiled  twice  to  merge 
last  year,  SmithKIine  Beecham  now  wants 
to  stay  independent.  Yesterday,  it  pres- 
ented strong  reasons  for  this  change  of 
heart,  raising  S2bn  from  the  sale  of 
peripheral  businesses  and  setting  Itself 
earnings  targets  that  would,  if  achieved, 
put  it  near  the  top  of  the  European  drugs 
league  table.  The  board  has  at  least  put 
down  a marker  that  it  is  not  looking  for  a 
partner  at  any  price. 

In  part,  the  group's  bullishness  reflects 
heightened  optimism  about  the  prospects 
for  its  new  diabetes  drug,  Avandia.  This, 
with  buoyant  sales  of  Paxil,  its  anti-de- 
pressant blockbuster,  have  emboldened 
SmithKIine  to  set  a target  of  mid-to-high 
teens  earnings  growth  from  2000  onwards. 


MobDcom 
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This  is  pedestrian  compared  with  the  20 
per  cent  plus  growth  generated  by  US 
rivals  such  as  Pfizer,  but  is  respectable 
compared  with  European  rivals.  And 
against  last  year's  10  per  cent  growth,  it 
would  be  a strong  improvement 

In  the  short  term,  SB  will  be  helped  by 
its  new  business  efficiency  programme, 
which  is  designed  to  generate  pre-tax  cost 
savings  of  £200m  a year  by  2002.  Indeed, 
this  year,  the  group  should  be  able  to  hit 
its  13  per  cent  earnings  growth  target 
simply  be  capturing  the  promised  savings. 
Longer  term,  however,  much  depends 
on  whether  Avandia  delivers.  If  not, 
SmithKIine  will  be  unable  to  maintain  its 
independence  however  much  it  may  want 
to. 

USA  Networks/Lycos 

Barry  Differ  is  changing  from  media 
mogul  to  internet  chef.  By  merging  large 
parts  of  his  USA  Networks  empire  with 
internet  portal  Lycos,  Mr  DUler  claims  to 
be  creating  the  world's  broadest  on-line 
offering,  encompassing  everything  from 
“old  soup  to  new  nuts”.  Into  the  pot  go 
USA  Networks'  television  shopping  net- 
work. its  web-based  auction  service  and 
Ticketmaster  ticketing.  Lycos  adds  its  col- 
lection of  internet  sites,  which  attract  30m 
users. 

Whether  an  this  gels  into  a tasty  mix- 
ture of  information,  entertainment  and 
e-commerce  depends  on  the  new  compa- 
ny's ability  to  cross  sell  and,  to  a lesser 
degree,  on  whether  USA  Networks'  TV 
stations  (which  remain  outside  the  deal) 
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can  powerfully  promote  the  Lycos  brand. 
Certainly  Lycos'  argument  that  Investors 
should  value  the  new  company  at  S45bn  - 
taking  mnrt  year’s  glHbn  of  estimated  rev* 
enue  and  Lycos'  current  rating  of  SO  times 
sales  - Is  ridiculous.  After  all,  nearly  the 
entire  revenue  comes  from  USA  Net- 
works' for  slawergrowing  home  shopping 
channel 

In  fact,  this  notion  looks  like  a desper- 
ate attempt  to  hide  the  foot  that  Mr  Dffler 
seems  to  have  got  the  best  of  the  deal. 
USA  Networks  will  end  up  with  61%  per 
cent  of  the  new  company.  Lycos,  despite 
Its  scarcity  value  as  one  of  the  last  inde- 
pendent portals,  is  not  even  receiving  a 
premium.  It  is  no  wonder  its  shares  fell 
more  than  20  per  cent,  while  USA  Net- 
works' jumped  by  a tenth. 

Reuters 

For  the  first  time  since  mid-1996  It  has 
paid  to  be  a bull  of  Reuters.  Up  100  per 
cent  from  their  October  low,  shares  in  the 
flnanriai  information,  group  ha vc  miracu- 
lously reversed  two  years'  underperform- 
ance. How  so?  It  is  not  as  if  Reuters’  core 
business  has  been  transformed.  As  Tester-  I 
day’s  results  showed,  the  high-growth 
beast  that  offered  double-digit  top-line 
growth  with  20  per  cent-plus  margins  j 
remains  caged.  Revenues  grew  just  5 per  | 
cent  and  operating  margins  foil  0.6  per-  | 
centage  points.  And  growth  is  expected  to 
slow  further  this  year  as  banking  consoli- 
dation accelerates.  * 

Two  things,  however,  have  changed. 
First,  Reuters  has  at  last  organised  itself 
along  product  lines,  a sensible  move  now 
the  era  of  rapid  expansion  is  over.  Shak- 
ing up  munagMiwnt  and  diverting  capital 
to  faster-growing  businesses  should  pro- 
tect margins  and  boost  revenues. 

Second,  the  internet-swell  has  lifted  all 
ships.  True,  Reuters  has  modified  its  busi- 
ness model  to  attract  online  customers. 
Some  of  its  “Greenhouse  Fund”  invest- 
ments in  internet  companies  have  also 
paid  off  both  In  profits  and  insights  Into 
cyberspace.  But  the  internet  remains 
more  threat  than  opportunity. 

And  as  Reuters'  Ill-timed  decision  to  sell 
down  its  Yahoo!  stakes  shows,  it  is  hard 
to  see  why  investors  should  use  Reuters 
as  fund  manager  when  they  can  punt  on 
internet  stocks  just  as  effectively  them- 
selves. 
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Romans  fear  chaos  over 
millennium  celebration 

Special  pilgrimage  is  expected  to  attract  an  extra  25m  visitors 


, .lasfct  fw 
JL-CS*‘  - 


It  Is  being  billed  as  one  of  the 
highlights  of  Pope  John  Paul’s  reign, 
a year-long  celebration  of  2,000  years 
of  Christendom. 

But  818  days  before  Rome's  Jubilee 
year  celebrations  begin,  both  the 
Vatican  and  the  Italian  government 
are  being  warned  that  the  event 
could  be  a logistical  disaster. 

Four  years  ago,  the  Pope 
announced  *V»wt  he  wished  to  turn 
the  year  2000  into  a OiubUeo,  a rare 
"Holy  Year"  in  which  Roman  Catho- 
lic pilgrim*  are  invited  to  travel  to 
RfTpiP  to  StTAng1'hpn  their  faith  and 
have  their  sins  remitted. 

The  Italian  government  is  expect- 
ing 25m  additional  visitors  to  visit 
Rome  in  2000  to  attend  a variety  of 
religious  events  and  concerts.  This  is 
a significant  Increase  on  the  10m 
tourists  who  visit  Rome  annually. 

The  Italian  capital,  with  a popula- 
tion of  little  more  than  3m  and  a 
pom*  level  of  public  administration, 
is  for  from  equipped  for  a human 
Influx  on  this  scale. 

Alter  the  Pope’s  announcement, 
the  TtsTbm  government  voted  some 
L3,500ba  (J2bn,  €lJJbn)  for  infra- 
structure projects  such  as  transport 
Hnire  and  building  renovation. 

But  the  contribution  from  the  Vat- 
ican has  been  more  modest  - Italian 
officials  say  they  think  it  has  spent 
“between  LlOObn  and  L200bn"  on  the 
event 

One  official  said:  “The  Holy  See 
has  been  allowed  to  dictate  the  scale 
of  this  very  ambitious  event,  passing 
the  burden  on  to  the  Italian  govern- 
ment to  make  sore  that  it  works.” 

Italian  newspapers  are  already 
forecasting  another  Italian-style 
botch-up.  Government  ministers  aw|i 
Francesco  Butelli,  Rome's  mayor, 
say  the  doommongers  are  revelling 
in  the  typical  national  sport  of  self- 
demotion. 

There  is  no  doubt  that  government 
offices  have  been  slow  to  get  con- 
struction projects  tinder  way,  amid 
continual  infighting  and  bureau- 
cratic delays. 

And  as  they  weave  their  way 
around  the  roadworks,  many 
Romans  feel  an  increasing  antipathy 
towards  an  event  that  looks  set  to 
make  life  in  Rome  rather  uncomfort- 
able. 

“Only  at  the  start  of  1997  did  ftmds 
for  the  Jubilee  come  on  stream  and 
only  at  the  start  of  1998  did  the  first 
construction  sites  actually  open," 
admits  one  of  the  most  senior  offi- 
cials co-ordinating  the  project 

All  these  projects  have  a deadline 
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Pop*  John  Paul:  a apodal  Invitation  for  Roman  Cathode  pilgrims 


of  December  24.  The  Pope  is  due  to 
inaugurate  the  Jubilee  by  opening 
the  Holy  Door  of  St  Peter's  on 

fThYHttHnnc  JJvg. 

It  is  still  for  from  dear  how  many 
win  be  completed  in  time.  Building 
renovation,  helped  by  private  sector 
sponsorship,  is  progressing  well.. 
Considerable  progress  is  being  made 


Amid  infighting  and 
delays,  newspapers 
are  forecasting  an 
Italian-style  botch-up 

cleaning  up  the  front  of  St  Peter's, 
the  Palazzo  Venezia,  the  main  basili- 
cas and  a host  number  of  famous 
landmarks  Rut  88  officials  admit, 
this  kind  of  renovation  is  compara- 
tively easy. 

The  for  bigger  worry  lies  with  the 
logistics  of  moving  some  thousands 
of  pilgrims  around  Rome  each  day. 

Two  projects  are  vital  for  this.  Via 
Della  Concfllaziane,  the  great  ave- 
nue in  front  of  Vatican  Square,  must 


be  closed  to  vehicles  to  accommo- 
date the  expected  flood  of  pilgrim 
. This  means  a large  underpass  has 
to  be  built  alongside  the  Tiber  river 
if. normal  traffic  is  to  be  diverted.  A 
metro  line  must  also  be  bufft  out  to 
the  north  of  the  city  to  create  a 
“park-and-rlde”  link  so  that  pilgrims’ 
buses  stay  out  of  the  dty  centre. 

Both  projects  ought  to  be  com- 
pleted within  the  deadline,  but  then 
have  been  significant  delays  already. 
“We  carmot  afford  one  more  delay  of 
any  kind  or  we  win  misa  the  dead- 
lines,’' said  an  official. 

There  are  other  concerns.  Rome 
has  too  little  accommodation  to 
house  a pilgrimage  on  this  scale.. 
Officials  are  seeking  another  7,000 
beds  a night  The  organisers  mute 
find  a further  8,000  police  for  duty  fa 
the  capital  and  some  50,000  young 
volunteers  to  give  assistance.  j 

The  highlight  of  the  year,  a three- 
day  youth  festival  for  2m  young 
people  in  August,  is  one  of  the  big1 
gest  headaches  (15,000  portable  lava- 
tories must  be  found,  for  instance) 
An  official  says  he  has  had  “too  little 
time  to  plan  an  event  oh  this 
scale". 
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Derivatives 
House 
of  the 
Year 

IFH  Review  of  tha  year  1998 
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Choice  for  Derivatives 

Risk  magsdne  poll  of  Corporate  Treasorera 
1997  and  1988 


lobal 

Strength  in 

Derivatives 


Deutsche  Bank's  strength,  commitment  and 
specialist  expertise  delivered  from  a global 
platfbnri  create  solutions.  Our  proven  strength' 
in  derivatives  across  a full  spectrum  of  products 
can  enable  clients  to  manage  risk  more 
effectively  or  structure  investments  to  meet 
their  requirements. 

Our  ability  to  deliver  consistently  with  excellence 
has  been  independently  recognised.  IFR's 
Derivatives  House  of  the  Year  award  and 
consecutive  No.1  rankings  from  Risk  magazine's 
annual  poR  of  corporate  treasurers  are  proot  of 
our  success  in  helping  dents  achieve  their  • 
investment  and  risk  management  objectives. 

Now  is  the  time  to  let  our  strengths  defivsr 
solutions  for  you. 
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Forfwlher  information,  ptease  contact 
Germany/Europe  +486991037352 
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Industrial  Consultants, 
Auctioneers  & Valuers 
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Nomura  chief  under  Are 

When  Juniehi  Ujlte,  58,  was  unexpectedly 

1997,  many  of  the  broker’s  younger  staff 

££ iust  »•  turn 
r^ramtoa  modem.  internationally  minded 
investnw*  bank,  given  his  relatively  tender  age 
'n  the  US  and  Eur^. 

Bghtewi  months  later,  the  cheers  have  efis-  * 
solved  Into  bitter  bickering.  Can  Mr  Ujiie  reunite 
the  company  and  secure  his  position?  Page  17 

Potanin  pledge  on  Uneximbank 

Vladimir  Potanin,  one  of  Russia’s  most  influen* 
^k^essmen.  has  pledged  that  bondholders 
and  other  creditors  should  eventually  receive 
back  aB  their  money  in  Uneximbank,  the  power- 
ful R^an  financial  institution  in  which  he  has 
a controlling  interest  His  comments  come  after 
Uneximbank  failed  to  meet  a coupon  payment 
on  its  $250m  Eurobonds  that  was  due  at  the 
start  of  fills  month.  Page  24 

Dax  struggles  to  make  ground 

- Frankfurt's  stock  mar- 


' hat  has  been  outper- 

XatauanodK  formed  by  other  Euro- 

__1 ' pean  bourses  this  year, 

■ ®j®j  — — and  the  immediate  out- 

^ 2fY look  is  not  good.  A ' 

Sn")/  V ik  d°wntum  in  the  Ger- 

jjrtt  ]/  ywr*  man  economy,  a wage 
jto'IT  dispute  in  the  metal 

•iasmt  i.,  ■ industry,  and  doubts 

. ..»  about  the  centre-left 

~"-y-  a— y ' government’s  Intentions 

• ....  towards  business  are 

all  depressing  sentiment  The  Dax's  lacklustre 
performance  is  also  partly  the  result  of  last 
year’s  financial  and  economic  turmoil  in  Asia, 
Russia  and  Latin  America.  Page  36 

Thailand  abandons  rubber  pact 

The  pact  between  the  world's  leading  rubber 
producers  faces  collapse  after  a decision  by 
Thailand,  the  world’s  biggest  natural  rubber  pro- 
ducer. to  abandon  the  agreement  The  Thai 
cabinet  approved  withdrawal  from  the  Interna- 
tional Natural  Rubber  Organisation  (inro),  after 
criticising  the  organisation  for  fairing  to  act  deci- 
sively to  support  prices.  Page  26 

Uncertainty  keeps  yen  mired 

Uncertainty  about  the  Bank  of  Japan’s  wflBng- 
nass  to  pump  money  into  the  economy  kept  the 
yen  mired  in  famdlar  territory  against  the  dollar. 
Maseru  Hayai,  the  Bank  of  Japan’s  governor, 
seemed  to  suggest  that  the  central  bank 
rejected  the  principle  as  weB  as  the  legality  of 
monetising  the  country's  debt.  Page  25 

Paris  cashes  in  January  gains 

Profit-taking  across  the  board  and  fears  that 
interest  rates  In  Europe  may  haw  bottomed  oat 
sent  Paris  sharply  lower  at  the  dose  of  a vola- 
tile session.  The  CAC  40  recorded  its  steepest 
correction  tinea  the  BrsriBan  devaluation  last 
month.  Page  88  ... 
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By  Roger  Taylor  bi  San  Rancfaeo 

Barry  Diller,  ftp  mwlia  mogul 
who  runs  the  Home  Shopping 
Network,  has  snapped  up 
Lycos,  cme  of  the  leading  inter- 
net companies,  to  create  a 
powerful  e-commerce  group. 

Tie  deal  is  structured  as  a 
merger  of  equals,  offering  little 
premium  to  Lycos  sharehold- 
ers. However,  in  effect,  it  Is  a 
takeover  of  Lycos  by  USA  Net- 
works, Mr  Diner’s  company. 

USA  Networks  will  end  up 
owning  61.5  per  cent  of  the 
new  group  »nH  controlling 
90  per  cent  of  the  votes. 

The  move  prompted  a 20  per 
cent  drop  in  Lycos  shares  to 
SlOl-ft.  The  stock  had  risen  in 
recent  weeks  on  hopes  a large 
media  company  would  pay  a 
high  price  far  the  group,  as 
Lycos  was  the  last  remaining 
internet  search  business 
thought  susceptible  to  a take- 
over. In  contrast,  USA  Net- 
works' shares  rose  11  per  cent 
to  $42%. 

The  implication  that 
sky-high  valuations  attached 
to  internet  companies  might 
not  he  realised  helped  spark  a 
reverse  in  the  Nasdaq  compos- 
ite index,  which  is  heavily 
weighted  to  technology  stocks. 
By  early  afternoon  it  was 
down  54.46,  or  22  per  cent,  at 
JL350.46. 

The  deal  creates  a new  com- 
pany, USA/Lycos,  by  combin- 
ing three  different  operations 
- the  Home  Shopping  Net- 
work, Lyeos  and  Ticketmaster 
Online-City  search.  Mr  Diller 


will  he  chairman.  Robert 
Davis,  Lycos  chief  executive  of 
Lycos,  win  be  chief  executive. 

The  three  businesses  each 
bring  assets  to  the  combined 
entity.  The  Home  Shopping 
Network,  part  of  USA  Net- 
works, operates  the  cable 
channel  which  broadcasts  non- 
stop advertisements  Vmg 
its  own  internet  operations. 

Lycos  commands  one  of  the 
largest  audiences  on  the  inter- 
net through  a range  of  popular 
Internet  sites,  including  two 
search  engines  - Lycos.com 
and  Hotbotcom  - as  well  as 
community  ©fas  such  as  Tri- 
pod-corn and  magayiTM*;  such 
as  Wired.com.  The  company 
also  recently  moved  into 
nnHtw  retailing. 

Ticketmaster  Online-City- 
search  is  an  internet  business 
offering  local  entertainment 
information  as  well  as  a way 
to  buy  tickets  through  the 
Internet.  It  is  62.5  per  cent 
owned  by  USA  Networks. 

The  group  will  be  worth 
about  320bn.  with  30  per  cent 
going  to  Lycos  shareholders 
and  65  per  cent  going  to  Tick- 
etmaster  shareholders,  indud-  : 
ing  USA  Networks.  It  wOl  be 
weB  placed  to  benefit  from  the 
growth  of  e-commerce  and  the 
growing  convergence  between 
TV  and  the  internet. 

Lycos’  share  of  the  business 
is  worth  about  $7bn  compared 
to  market  value  before  the 
deal  was  announcpd  of  about 
SSbn. 

lax,  Page  14 


Business  as  usual:  • British  Airways  angbier  inspects  sn  ongtoe  at  London’s  Heathrow  airport  as  fits  sfarDns 
shrugs  off  s £75m  loss.  Shares  rose  on  confidence  over  its  long-term  strategy.  Page  21  Ashley  Ashwood 

SmithKline  announces 
disposals  and  shake-up 


By  David  POng, 

Pharmaceuticals  Correspondent 

SmithKline  Beecham 
yesterday  surprised  markets 
with  a series  of  measures, 
including  disposals  and  a 
restructuring  of  its  manufac- 
turing operations,  as  it  laid  out 
ambitious  growth  targets  for 
the  next  three  years. 

The  Anglo-American  drugs 
group  confirmed  it  was  wind- 
ing up  its  healthcare  services 
division  with  the  sale  of  Diver- 
sified Pharmaceutical  Services, 
a pharmacy  fieppfit  manager, 
for  $700m  and  the  disposal  of 
Clinical  - Laboratories  for 
$LQ25bn.  . 

Jan  Leschly,  chief  executive, 
promised  23  per  cent  earnings 
growth  for  1999,  and  growth  in 
the  mid-to-hlgh  teens  in 


the  following  two  years.  That 
compares  with  all  but  the 
highest  fliers  of  the  sector  and 
is  aimed  at  reaffirming  SB’s 
future  as  an  tndgppnripmt  com- 
pany after  two  aborted  merger 
discussions  last  year. 

SB  also  brought  forward  its 
fnll-year  results  by  a week, 
announcing  underlying  earn- 
ings growth  in  line  with  expec- 
tations at  10  per  cent,  and  just 
meeting  Mr  Leschly's  pledge  of 
low  doable-digit  growth. 

Although  the  DPS  sale,  to 
Express  Scripts  of  the  US, 
fetched  far  below  the  £L3bn 
SB  paid  for  the  business  in 
1994,  analysts  welcomed  the 
retreat  from  what  hid  been 
regarded  as  a disappointing 
venture.  The  sale  of  DPS, 
which  is  subject  to  regulatory 
review,  will  produce  a one- 


time, post-tax  loss  of  £446m 
(3731m)  in  1996. 

In  addition,  SB  said  it  was 
rationalising  its  supply  chain 
and  concentrating  production 
of  chemicals  and  drugs  in 
fewer  plants.  That  would 
entail  8,000  job  losses  and  a 
restructuring  charge  of  £750m 
over  four  years. 

SB  reported  fourth-quarter 
pre-tax  earnings  up  7 per  cent 
to  £508m  from  £483m  last  time 
on  sales  of  £2.77hn  (£2.14hn). 

Pull-year  earnings  per  ordi- 
nary share  were  2£L3p  (l9JLp),  6 
per  cent  higher,  and  10  per 
cer)t  up  fa  underlying  terms. 
SB  declared  an  interim  divi- 
dend of  3.66p  (3.33p).  Shares 
rose  33p  to  831%p. 

Lax,  Page  14 
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Lachlan  Murdoch  bolsters  News  Corp  role 


ByGwmRaMaeafaSydMy 

Lachlan  Murdoch,  the  27-year- 
old  son  of  Rupert  Murdoch, 
founder  and  chairman  of  News 
Corp,  yesterday  strengthened 
his  position  as  heir  to  his 
father's  global  media  empire. 

News  Corp  said  Lachlan 
Murdoch  would  take  charge  of 
the  group's  US  print 
operations  in  addition  to  Ms 
current  role  as  chief  executive 
of  News  Ltd,  News  Coop’s  Aus- 
tralian arm.  He  wfD  divide  Ms 


time  between  Australia  and 
the  US,  where  the  group's 
print  operations  indude  Har- 
perCoQins,  the  book  publisher, 
the  New  York  Post  tabloid 
newspaper  and  a newspaper 
insert  and  in-store  advertising 
and  marketing  business. 

Lachlan  Murdoch,  who 
already  sits  on  the  News  Corp 
board,  will  Join  the  group’s  six 
top  executives  in  the  chair- 
man’s office  - the  only  family 
member  to  join  Ms  father  in 
the  News  Corp  nerve  centre. 


The  group's  president  and 
chief  operating  officer,  Peter 
Chernfn,  and  co-chief  operat- 
ing officer  David  DeVoe  are 
among  those  in  chairman’s 
office.  . 

Media  analysts  said  the 
appointment  was  a “logical 
step”  for  Lachlan  Murdoch, 
but  expressed  surprise  at  the 
timing  of  the  announcement 
Rupert  Murdoch  had  previ- 
ously named  T-achian  as  his 
most  likely  heir,  but  said  last 
year  no  decision  had  been 


made  on  which  of  his  offspring 
would  succeed  Mm. 

All  three  children  from 
Rupert  Murdoch's  second  mar- 
riage, to  Anna  Murdoch,  are 
involved  in  the  business. 
Daughter  Elisabeth,  heads  the 
group’s  BSkyB  television  affili- 
ate in  London  while  younger 
son,  James,  is  deputy  pub- 
lisher of  the  New  York  Post 

Speculation  about  the  future 
of  News  Corp’s  leadership  has 
grown  since  Anna  Murdoch 
began  divorce  proceedings  last 


PFUCOA 


July.  Concerns  about  potential 
plafmq  an  the  business  by  Mrs 
Murdoch  weighed  on  the 
group's  share  price.  Rupert 
Murdoch,  67,  wants  to  acceler- 
ate plans  for  an  eventual  suc- 
cession. but  has  privately  indi- 
cated he  has  no  plans  retire  in 
the  next  few  years. 

Analysts  said  Lachlan’s  pro- 
motion was  the  strongest  sign 
yet  that  he  would  succeed  his 
father  as  News  Corp’s  chair- 
man, but  was  not  an  official 
guarantee. 


Mobilcom 
profits  up 
ninefold 
to  $144m 

By  Frederick  StOdemam  in  Bam 

The  dynamism  of  Germany's 
newly  liberalised  telecommuni- 
cations sector  was  highlighted 
yesterday  when  Mobilcom.  one 
of  the  most  aggressive  new 
entrants,  announced  a ninefold 
increase  in  1998  pre-tax  profits 
to  DM2505m  (eiaam, 

The  company,  which  relies 
on  telephone  lines  owned  by 
Deutsche  Telekom,  the  par- 
tially privatised  fonner  monop- 
olist, said  It  had  taken  about 
10  per  cent  of  the  long-distance 
market  Sales  rose  fourfold  to 
DML47bn. 

Mobilcom,  based'  in  BOdels- 
dorf,  a small  town  in  northern 
Germany,  symbolises  the  furi- 
ous pace  at  change  engulfing 
Europe’s  biggest  telecoms  mar- 
ket since  liberalisation  last 
year. 

The  arrival  of  about  50  new 
companies  in  the  market  has 
sparked  a price  war,  pushing 
down  the  cost  of  calls  by  as 
much  as  70  per  cent  according 
to  the  industry’s  regulatory 
body. 

The  key  to  Mobilcom's  suc- 
cess has  been  the  low  inter- 
connection charges  set  by  the 
regulator  for  companies  using 
Deutsche  Telekom  networks 
and  an  aggressive  marketing 
campaign.  The  2.7  pfennigs  per 
mimiip  interconnection  charge 
allowed  MobOcom  to  undercut 
Deutsche  Telekom,  which  has 
lost  as  much  as  30  per  cent  of 
its  share  erf  the  long-distance 
market,  as  well  as  fellow 
private-sector  competitors, 
such  as  Mannesmann  Arcor, 
o.teLo  and  Viag  Interkom. 

Yesterday's  figures  were 
ahead  of  expectations.  But 
analysts  cautioned  that,  as  the 
German  telecoms  market 
moved  into  a phase  erf  consoli- 
dation, Mobilcom  would  be 
hard-pressed  to  maintain  its 
strong  growth. 

Thomas  Karlowits,  analyst 
at  Cheuvreux  de  Vireu  in 
Frankfurt,  said  the  price  war 
would  squeeze  margins  while 
fixed  costs,  such  as  the  inter- 
connection charge,  remained. 
He  said  telephone  users 
attracted  by  low  prices  were 
not  loyal  to  any  one  company 
so  that  “the  customer  relation- 
ship to  Mobilcom  does  not 
exist". 

The  company  also  suffered  a 
setback  on  Monday  when  regu- 
lators set  a relatively  high 
monthly  charge  for  access  to 
the  local  call  market 
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Gips  make  progress 


In  1998.  we  structured  and  led  a variety  of  innovative 
financings  across  a broad  range  of  industries, 
committing  in  excess  of  €190  million  on  behalf 
of  PR1COA  Private  Capita!  Partners,  including 


The  use  of  performance  data  in 
marketing  remains  one  of  the 
murkiest  areas  of  the 
investment  business,  but  there 
is  positive  news  cm  Global 
Performance  Presentation 
Standards  (Gips),  the 
international  framework  for 
facilitating  the  comparison  <rf 
investment  returns.  The  fall 
standard  has  been  agreed,  for 
publication  in  March  or  April. 

fflps  represent  an 
international  extension  of  the 


standards  first  launched  by 
the  US  Association  for 

lavtatinpnt  MnTingprTipTTt  a™* 
Research  in  1987.  The  idea  is 
that  these  global  standards 
can  be  harmonised  with 
national  performance  codes 
already  promoted  tn  the  UK 
and  Switzerland. 

In  Europe  there  is  already 
. commercial  pressure  on 
investment  managers  to  adopt 
AQfiLFFS  when  seeking 
business  from  US-based 
clients.  There  te  also  concern 
that  tn  leave  a vacuum  would 


Commission  to  launch  a 

heavy-handed  directive: 

Cipit,  published  in  draft  form 
a year  ago.  are  thereto* 
benefiting  from  a following 
wind.  Some  Insights  cai- 
compliancehy  European 
investment  managers  can  be 

gained  from  a survey  to  be 
published  by  TwC,  pareBeBng 

a survey  of  US  compliance 

released  last  month.  . 

Briefly,  the  US  and  global 
standards  involve  the 
allocation  of  all  client 

portfolios  to  scxaBed  - 

"composites",  or  groups  of 


accounts  managed  in  a similar 
style.  The  judgments  here  are 
made  by  each  firm  although 
provision  exists  for 
independent  “verification”. 

^nhh  verification  is 
voluntary  so  far,  but  may 
become  mandatory  for  ffips 
after  2005.  This  is  where  the 
auditing  firms  like  PwC  come 
in,  because  the  Big  Five 
dominate  fta  verification 
activity.  Both  the  US  and 
European  surveys  had  quite 
low  response  rates,  and  the 
results  are  dearly  biased  in 
favour  of  those  managers 
enthusiastic  about  compliance. 

Bat  some  differences  emerge 
dearly.  For  example,  US 
respondents  are  mostly  (71  per 
cent)  independent,  whereas  in 
Europe  two-thirds  are 
subsidiaries  of  banks  or 

insurance  companies. 

In  Europe,  consolidation  is 
proceeding  so  fast  that, 
according- to  PwC,  it  is  hard  to 
; keep  the  address  list  up  to 

| cfatP,  Already  half  fha 
i Wnrnppwn  respondents  define 
more  than  20  competes  (a 
third  have  over  50)  yet  55  per 
i cent  of  US  firms  list  10  or 
, fewer. 

ft  is  going  to  be  difficult  to 
pvtricsto  mamfagftil  track 
! records  from  the  tangle  of 
European  mergers.  Perhaps 
the  enro  wfll  simplify  the 
future  landscape.  But  the  euro 
has  also  wiped  out  the 
relevant  history  erf  many 
composites;  according  to  the 
survey  . this  applies  mere  to 
bonds  San  equities. 

Thee  are  several  areas  of 

“Carvwjiuts"  of  specialist 


portfolios  from  balanced, 
mandates  pose  problems  over 
the  allocation  erf  liquidity. 

Both  in  the  US  and  Europe, 
some  films  Harm  to  be  is 
*1pttrtiai  compliance",  thus 
falling  into  a trap  set  by  PwC’s 
Questionnaire  because  the 
standards  make  ft  dear  that 
compliance  must  be  firm-wide 
in  order  to  prevent  bad  returns 
being  buried  out  of  sight.  But 
the  red  arguments  ova*  the 
potential  manipulation  of 
composites  mainly  surface  in 
the  debate  over  verification. 

The  AJMRrPPS  define  Level  I 
and  Level  n verification.  Level 
Dis  far  more  common  in  the 
US,  and  the  auditors  are 
apparently  more  comfortable 
, with  it  because  it  covers  the  ' 
minutiae  of  time-weighted  rate 
of  return  calculations  rather 
than  involving 
second-guessing  the  clients 
i over  composite  construction. 
r Such  disagreements  might 
ruin  relationships. 

The  standards  hoards, 
however,  think  dients  are  far 

more  likely  to  be  misled 
through  the  cherry-picking  of 
composites  than  because  the 
odd  dividend  cheque  has  gone 
astray. 

Gips,  therefore,  allow  only 
one  verification  level,  which  is 
mare  like  Level  L Committees 
of  accountants  are  busy 
discussing  the  issues  an  both 
sides  of  tiie  Atlantic. 

Cleaning  up  performance 
churns  was  never  going  to  be 
easy . Stm.  twotMrds  of  the 
European  respondents  believe 
that  Gfps  wfll  be  frilly 
acceptable  world-wide  within 
five  to  10  years. 
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COMPANIES  & FINANCE:  EUROPE 


FINANCIAL  SERVICES  SOUTH  AFRICAN  INSTITUTIONS  AIM  FOR  FULL  MERGER  LATER  THIS  YEAR 


Stanbic  to  take  control  of  Liberty  Life 


By  Victor  Mallet  in  Cape  Town 

Standard  Bank  Investment 
Carp  fStanbic).  the  South 
African  bank,  is  to  buy  con- 
trol of  Liberty  Life  for 
R5.59bn  (S836m)  to  promote 
the  cross-selling  of  life  assur- 
ance and  banking  services. 
Executives  say  the  transac- 
tion should  lead  to  a full 
merger  in  1999  to  create  one 
of  South  Africa's  biggest 
financial  sendees  companies. 

The  two  groups  have  been 


linked  since  1983  and  have 
shareholdings  In  each  other, 
but  merger  talks  last  year 
faltered  because  of  objec- 
tions from  Donald  Gordon, 
Liberty  Life’s  founder  and 

rViairman- 

His  announcement  last 
week  that  he  would  retire 
this  year  paved  the  way  for 
the  deal.  "The  founder  is 
now  removed  from  the  equa- 
tion." said  a senior  Stanbic 
executive. 

Stanbic  is  buying  50  per 


cent  of  Libllfe  Controlling 
Corp,  the  holding  company, 
from  Liberty  Investors,  the 
Johannesburg-listed  com- 
pany through  which  the  Gor- 
don family  have  dominated 
the  Liberty  Life  group. 

Stanbic  already  holds  the 
other  half  of  Ldblife  Control- 
ling. The  Liberty  Life  group, 
meanwhile,  retains  an  effec- 
tive 40  per  cent  stake  in 
Stanbic. 

The  aim  is  to  merge  the 
two  companies  into  a listed 


holding  company  that  would 
have  wholly-owned  subsid- 
iaries, one  In  banking  and 
one  in  life  assurance. 

This  would  further  sim- 
plify the  pyramid  of  compa- 
nies in  the  Liberty  life 
group.  Other  South  African 
companies  are  simplifying 
their  structures  following 
the  end  of  apartheid  In  1994 
and  the  opening  of  the  coun- 
try to  International  markets. 

In  the  meantime,  Stanbic 
and  . Liberty  Life  will  con- 


tinue to  operate  indepen- 
dently. “They  will  however, 
immediately  begin  to  explore 
profitable  areas  of  mutual 
co-operation,  such  as  bancas- 
surance.” the  companies 
said. 

Stanbic  plans  to  pay 
R3.24bn  in  cash  fat  least 
Rl.Sbn  will  be  raised  by  a 
share  placing),  by  issuing 
85.7m  Stanbic  shares  with  a 
total  value  of  Rl-Sbn,  and  by 
transferring  to  Liberty  Inves- 
tors RS50m  of  shares  in  Lon- 


don-listed Liberty  Interna- 
tional Holdings. 

Stanbic  also  announced 
that  1998  profits  had  been  hit 
by  a £3im  ($50.Gm)  loss  on 
international  operations, 
mainly  because  of  debt 
default  in  Russia.  South 
African  hanking  operations, 
however,  increased  headline 
net  profit  by  37  per  cent  and 
overall  net  profit  rose  8 per 
cent  to  R2jQflbn. 
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Telecoms  shares  fall  on  price  fears 


By  David  Owen  in  Paris 

Telecommunications  stocks 
across  Europe  fell  yesterday 
□□  fears  that  falling  prices 
and  heavier  regulation 
would  hit  operators’  profit- 
ability. 

France  Telecom’s  shares 
fell  sbarply  on  the  depressed 
Paris  market  after  the  opera- 
tor announced  it  was  cutting 
the  price  of  long-distance 
and  international  phone 
calls  for  the  third  time  in 
two  years. 


The  shares  closed  at 

€74.35,  down  €3.40.  or  4.4  per 
cent  - compared  with  the  2.8 
per  cent  fall  in  the  bench- 
mark CAC-4Q  index. 

Shares  in  Deutsche  Tele- 
kom. which  earlier  this  year 
cut  international  and 
long-distance  prices  by  more 
than  50  per  cent  closed  at 
€36.10.  down  6.5  per  cent. 
Telefonica,  the  Spanish  oper- 
ator locked  in  a dispute  with 
its  regulator,  saw  a 2.9  per 
cent  decline  to  €38.25,  while 
Telecom  Italia  shares  fell  -L8 


per  cent  to  close  at  €8.05. 

A principal  fear  among 
investors  is  that  regulators 
are  setting  interconnection 
charges  - the  price  of  link- 
ing to  a dominant  operator's 
network  - at  levels  which 
encourage  new  competitors 
to  undercut  incumbents' 
prices  so  savagely  that  the 
operator  is  forced  to  respond 
in  kind,  threatening  the  prof- 
itability of  all  the  compa- 
nies. 

The  chief  beneficiaries  of 
France  Telecom's  cuts,  how- 


ever, will  be  its  customers. 
The  company  is,  however, 
increasing  subscription 
charges  by  FFr5-FFrlO 
(€0.76-€1.53,  90.86-S1.72)  a 
month  as  it  H rebalances” 
Income  from  calls  and  line 
rental. 

The  group  announced  yes- 
terday that  the  price  of  inter- 
national calls  was  to  fall  by 
10  per  cent  on  average  from 
March  1,  with  rates  for 
long-distance  national  calls 
dropping  by  12  per  cent. 

At  the  same  time,  the  cost 


of  a so-called  principal  sub- 
scription rate  will  rise  from 
FFr68  to  FFr78  a month, 
nearly  15  per  cent. 

This  latest  rise  is  signifi- 
cant since  it  will  bring  sub- 
scription prices  more  or  less 
in  line  with  the  real  cost  of 

installing  and  maintaining  a 

line.  "With  the  measures  of 
March  1999.  the  rebalancing 
process  will  be  essentially 
complete.”  the  company 
said.  "From  now  on,  the  evo- 
lution of  tariffs  will  fulfil  an 
entirely  commercial  logic.” 


Europe’s  operators  add  up  to  a wrong  number 


The  telecoms  sector  is  on  a high  but  could 
face  a less  rosy  future,  writes  Alan  Cane 


Francs  Tc-i: 


Europe's  growing  band  of 
telecommunications 
operators  are  peering 
apprehensively  into  a future 
in  which  collapsing  prices 
and  sharply  narrowing  mar- 
gins will  threaten  the  sur- 
vival of  all  but  the  most 
agile  or  prosperous. 

Some  would  claim  this  to 
be  a dramatic  overstatement 
at  a time  when  most  opera- 
tors are  reporting  healthy 
growth  and  telecoms'  stocks 
are  hitting  unprecedented 
highs. 

But  Graham  Louth,  principal 
consultant  with  Analysys.  a 
the  Cambridge- based  tele- 
coms consultancy,  said 
Europe's  operators  will  have 
to  re-assess  their  strategies, 
moving  away  from  easy  prof- 
its in  long  distance  and 
international  markets  to 
tackle  the  difficult  local 
exchange  market  "It  is  diffi- 
cult to  see  how  all  these 
operators  can  survive  in  the 
long  distance  market."  he 
said. 

Germany,  Europe's  largest 
market  offers  a glimpse  of 
what  might  happen.  New 
competitors  have  taken 
advantage  of  low  charges  for 
connecting  their  networks  to 
Deutsche  Telekom's  to  take 
as  much  as  30  per  cent  of  the 
former  monopolist's  long  dis- 
tance market  share.  Deut- 
sche Telecom  has  retaliated 
with  price  cuts  of  more  than 
50  per  cent  that  have 
shocked  the  industry. 

Margrit  Sessions,  manag- 
ing director  of  Phillips  Tari- 
fica.  the  tariff  specialist  said: 


“This  latest  drop  In  Deut- 
sche Telekoms's  pricing  is  a 
precursor  to  many  similar 
cuts  in  call  rates  throughout 
the  coming  months." 

Pat  Gallagher,  British 
Telecommunications'  Euro- 
pean head,  warned  that  the 
German  operator  does  not 
realise  that  the  price  cuts 
could  have  negative 
long-term  effects.  T believe 
the  company  does  not  know 
what  effect  such  massive 
price  cuts  win  have  on  the 
development  of  its  sales  and 
profit" 

Yesterday  the  German  reg- 
ulator countered  the  low  2.7 
pfennigs  (€1.38,  i.55cents)  a 
minute  inter-connection  fee 
with  a relatively  high  charge 
of  DM25.40  a month  for  local 
access.  Deutsche  Telekom's 
competitors,  which  had 
wanted  a fee  of  only  DM15- 
DM20  immediately  com- 
plained that  the  charge 
would  stifle  competition. 
Deutsche  Telekom's  monthly 
line  rental  charge  is 
DM21.39.  Without  cross-sub- 
sidies. it  is  difficult  to  see 
how  its  competitors  can 
make  money  from  local  ser- 
vices. 

In  the  Netherlands,  a stark 
signal  of  the  impact  new 
competition  could  have  on 
the  incumbent,  even  in  the 
earliest  days  of  deregulation 
came  from  KPN.  the  domi- 
nant operator.  It  revealed 
last  month  that  traffic  vol- 
ume grew  more  than  20  per 
cent  last  year  while  the 
prices  it  was  achieving  fell 
11  per  cent. 


Call  wars:  the  battle  for  Europe 
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Even  In  southern  Europe, 
where  regulation  has  tradi- 
tionally been  less  strict  - 
leading  to  greater  profitabil- 
ity for  incumbents  - the 
pressure  is  building.  Telefon- 
ica, Spain's  former  monopoly 
carrier  is  locked  in  a legal 
row  with  the  regulatory 
authorities  after  refusing  to 
respond  to  proposed  Inter- 
connection rates  that  were 
well  below  the  level  it  had 
requested. 

Portugal  Telecom,  which 
has  a special  dispensation  to 
retain  its  monopoly  until 
2000,  is  feeling  the  pressure 
or  price  competition  in  areas 
already  liberalised,  particu- 


larly mobile  operations. 
Optimus,  the  newest  of  Por- 
tugal’s three  mobile  opera- 
tors was  undercutting  Tele- 
com’s international  tariffs  in 
December  by  as  much  as  67 
per  cent  The  state  operator 
knows  it  will  have  .to  cut 
international  revenues  by 
20-60  per  cent  to  stay  com- 
petitive; it  is  planning  to 
recoup  its  losses  by  increas- 
ing the  cost  of  local  calls  by 
more  than  8 per  cent 
France,  however,  seems 
relatively  unaffected  by 
price  pressures.  France  Tele- 
com left  its  rates  largely 
unchanged  last  year  but  yes- 
terday announced  a 12  per 
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cent  cot  in  long  distance  and 
10  per  cent  cut  in  interna- 
tional prices  with  a further 
9 per  cent  cut  promised  by 
the  end  of  2000. 

The  former  monopoly 
operator  had  chosen  to  pre- 
empt full  liberalisation  by 
reducing  its  fixed  line 
charges  three  times  in 
1996-97,  resulting  in  steep 
cuts  in  international  and 
long  distance  call  rates  over 
the  period. 

Additional  reporting  by 
Frederick  St&demann  in 
Barm,  David  Owen  in  Paris, 
Cordon  Crumb  in  Amster- 
dam. Tom  Bums  tn  Madrid 
and  Peter  Wise  in  Portugal. 


Assi  profits 
fall  as  land 
spin-off  is 
delayed 

By  Nicholas  'Gauge 
in  Stockholm 


Shares  in  AssiDom&n.  fell 
7£  per  cent  yesterday  after 
the  Swedish  forestry  prod- 
nets  group  announced  a 31 
per  cent  fan  in  pre-tax  prof- 
its for  1998  and  admitted 
that  plans  to  spin  off  a large 
part  of  its  forest  holdings 
had  been  delayed. 

The  problem  came  to  light 
as  the  company  warned  that 
the  weak  market  for  its  prod- 
ucts would  continue  during 
the  first  half  of  1999,  blaming 
the  Aslan  crisis  for  the  fall 

tn  dettood. 

In  the  12  months  to 
December  3L  pre-tax  profits 
fell  from  SKn.46bn  (&L&L8m) 
to  SKrlbn  with  operating 
profits  down  from  SKrlB5bn 
to  SKrL58bn. 

The  company  described 
the  earnings  trend  as  “unsa- 
tisfactory” and  promised 
that  "measures  will  be  taken 
to  raise  low  profitability”. 
But  it  gave  no  specific 
details,  saying  only  that  a 
review  of  group  strategy 
would  be  carried  out. 

Lennart  Ahlgren,  chief 
executive,  said. last  year's 
results  were  distorted  by 
heavy  Investment  and  one- 
off  items.  He  pointed  out 
that  underlying  profits  had 
improved,  with  better  results 
in  all  divisions,  except  pack- 
aging. 

Earnings  per  share  fell 
from  Skr6.50  to  SKr6  with  a 
proposed  dividend  of  5.50 
unchanged  from  a year  ear- 
lier. Assi  shares  fell  SKrlLSO 
to  SKT139.50. 

The  share  price  was  hit  by 
news  that  Assi 's  plans  to 
spin  off  about  900,000ha  of 
land  to  a separate  company, 
Sveaskog,  had  been  delayed 
by  claims  by  Sweden's  agri- 
culture board  that  the  move 
was  a breach  of  land  pur- 
chase laws.  Once  the  land 
has  been  spun-off,  the  gov- 
ernment has  agreed  to 
acquire  all  Sveaskog  shares 
against  a portion  of  its  502 
per  cent  holding  m Assi. 

Mr  Ahlgren  said  Assi 
would  appeal  against  the 
agriculture  board's  objec- 
tion. 
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Air  France  priced  at  €14.20 

The  French  government  yesterday  priced  this  month’s  Air 
France  share  sale  at  the  top  of  the  indicative  price  range 
and  said  the  reservation  period  had  teen  a big  success. 
The  price  set  for  the  initial  public  offering  Is  €14.20  a share 
for  institutions  and  €14  for  individual  Investors.  The  gov- 
ernment said  this  valued  the  company  at  FFr20. 5bn 
(€3.1  bn,  S3.5bn).  The  offering,  which  will  put  a minority  of 
the  national  carrier's  capital  in  private  hands,  is  the  first 
significant  privatisation  transaction  of  1999  and  is  set  to 
raise  some  €600m  for  the  French  government  Yesterday's 
announcement  comes  shortly  after  it  emerged  that  Salr- 
Group,  the  parent  company  of  Swissair,  was  buying  49  per 
cent  of  AOM,  one  of  Air  France's  main  domestic  competi- 
tors. David  Owen,  Paris 


AUSTRIA  . - 

VA  Tech  merges  divisions 

VA  Tech,  Austria's  biggest  engineering  company,  said  yes- 
terday it  was  putting  out  of  thermal  power  generation  engi- 
neering and  merging  its  thermal  power  generation,  waste 
treatment  and  gas  cleaning  technology  businesses  wHh 
those  of  Deutsche  Babcock,  a German  engineering  com- 
pany. The  move  is  the  latest  evidence  of  the  pressures  for 
consolidation  in  an  industry  which  is  suffering  from  over- 
capacity, a rapid  switch  from  ooel  to  gas-fired  generation  - 
and  a collapse  In  Asian  demaid.  Deutsche  Babcock  has 
lost  money  for  several  years.  VA  Tech  is  injecting  busi- 
nesses with’ sales  of  €327m  arid  a stttff  of  T.SOO  into  fr 
new  company  which  wfll  have  sales  of  €2£4bn  ($4.38bnJ 
and  11,400  staff.  The  Industry  is  dominated  by  companies 
such  as  General  Electric  of  the  US,  Switzerland's  ABB  and 
Germany’s  Siemens,  all  of  which  have  their  own  technoE  . 
ogy.  William  Hall,  Zurich 


SLOVAKIA 


Steel  group  speeds  sell-offs 

VSZ  Holding,  the  heavily  indebted  Slovak  steel  group,  yes- 
terday said  it  expected  to  make  a Sk5bn  ($133m)  loss  for 
1998  and  was  accelerating  plans  to  sell  off  non-core  busi- 
nesses. Gabriel  BchJer,  president,  said  the  company  had 
made  a net  loss  of  Sk3bn  in  the  first  11  months.  VSZ 
Holding  made  a consolidated  net  profit  bf  Sk262m  in 
1997.  VSZ,  Slovakia’s  biggest  industrial  company, 
defaulted  in  November  on  a $35m  syndicated  loan  from 
Merrill  Lynch.  Robert  Anderson,  Prague 
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Where  else 

would  ive  turn 
to  raise 
capital  ? 


TRADE  is  a fast- 
growing  software 
development  company, 
providing  trading  room 
professionals  and  private 
investors  with  complete 
electronic  trading  and  ticker 
system  solutions. 
GLTRADE 's  software 


steady  provides  professionals 
with  direct  real-time 
access  to  23  markets  in 
11  countries. 

This  sucess  is  driving 
our  current  international 

expansion.  Where  else  would 

we  turn  to  raise  capital  if  not 
to  the  stock  exchange? 


GLTRADE 

GLOBAL  UNK  row  TRADING 


www.gttrada.fr 


FIDELITY  FUNDS  SICAV 

Soddld  dlmwstis&cnKH  & Capital  Variable 
Kansailis  House  - Place  dc  PEtcak 
BP.  2174.  L-1021  Luxembourg 
R-C.  No  B 34036 

Fidelity  Funds  SICAV  (die  ’Fund")  bas  declared  a quarterly 
dividend  in  respect  of  shares  of  the  Sterling  Bond  Find  and  a 
semi-annual  dividend  in  respect  of  shares  of  tie  Dota  Bond  find 
hcM  ai  dose  oT  business  cm  January  29.  1999.  The  dividend 
amount,  bearer  a upon  number  and  payment  currency  are  as 
mdkaied  Mow  In  the  case  of  registered  shares,  dividends  will  be 
rrimnred  in  adefiuouai  shares  uf  die  relevant  fund  as  appropriate 
nn  February  I.  l999/Ex-dmdcnd<^}andcasbdistrftxzikra  will 
he  effected  withm  10  business  days,  on  February  IS.  1999. 
Dividends  on  cashed  within  5 yuan  from  payment  will  lapse  and 
[he  dividend  will  rewrl  I n the  Furet 


SUB-FUND 

NAMU 

.Sterling  Band  Fond 
Dollar  Band  Fund 


PAYMENT  DIVIDEND  COUPON 
CURRENCY  PER  SHARE  NUMBER 


GBP 

USD 


0.0041 
a 1474 


33 

17 


Dividends  will  be  paid  id  holders  of  Bearer  Shares  in  the  curroKy 
of  tfcntmmaiiun  of  die  sub- fund  (nr  by  arrangement  with  Jhc 
Paying  Agent  and  at  the  cost  of  the  shareholder,  m any  alter 
currency ) against  render  ofrte  coupon  number  listed  to: 

Paying  Agent  tn  Luxembourg: 

BANKERS  TRUST  LUXEMBOURG  S‘.A_ 

P.O.  80X807 

14.  BOULEVARD  F.D.  ROOSEVELT 
L-2450  LUXEMBOURG 


Pacing  Agent  tn  Ireland: 
Bradnell  Limned 
41-45  Sl  Stephen's  Green 
DUBLIN  2 


fisymg  Agsatl  in  Sweden: 

Svenska  Handdsbantom 

Btasnsbolmsiorg.  12 
10670  STOCKHOLM 


Redemption  Notice 

ARV  INTERNATIONAL 
LIMITED 

' JFY  1,000,000,000 
Series  67  Korean 
Development  Bank  Credit 
linked  Floating  Rate  Notes 
due  24th  Angost  2000 
tlbp-NnteO 
Common  C«le:S99GlK9 
ISlJLXSWBSOaBM 

The  Strop  Counterparty  hap  exer- 
cised its  option  to  terminate  the 
Swap  Agreement  relating  to  the 
above  Notes  in  accordance  with 
Condition  3caXi)  of  the  Notea,  such 
termination  to  be  efiectire  on  the 
next  Interest  Payment  Date  being 
24th  February  1999.  In  accordance 
with  Com  Utkin  IXc)  of  the  Notes, 
the  Notes  are  tn  be  redeemed  on 
such  Interest  Payment  Date  at 
par  plus  accrued. 


FRF  1,000,000,000 
CARIPLO 


Classified 

information, 


For  more  information  or 
Qa&sified  Business  Advertising  in  the  FT  coil: 

Td:  444  171  873  4874  Fax:  -44  171  S73  30S4 


merest  Raw  3505% 

tntaast  Period  February  8. 1999 

May  10, 1899 

kitenasr  Amount  due  on 
Ms*  10. 1999  per 

FRF  100,000  FRF  810 15 

G‘  ~ Banqijb  G£n£rale 
du  Luxembourg 

. Agent  Bank 


PERSONAL 


PUBUC  SPEAKING 


asMSBd  wtfig  speaker. 
Fist  lesson  free. 
T0t(O1727861133) 


Kia  Motors  Corporation 

(maxparaM  ki  tha  RqgtUfc  at  Korea 
Braked  bb*y) 


U.S-$44,OOO,OO0  Floating 
Rate  Notes  due  2000 

(DVtaMT) 

Nodes  is  hereby  given  that  the 
Rale  at  Merest  for  the  Interest 
period  February  10,1999  to 
AugustlO,  1999  has  been  feed 
at  5.33409%  and  that  the  Merest 
payable  on  the  relevant  Interest 
Payment  Data  August  10, 1998 
against  Coupon  No.  9 wfl  be 
USS2JS2.6B  In  respect  at 
US$100,000  nominal  otthe 
Notes.  . 


Global  Agency  aid  Thai  Services. 
CKtnric,  NLA.  London 
fttaVH  1393 

cmBANcar 


StoraEnso  suspends  plans 
to  build  plant  in  Brazil 

StoraEnso,  one  of  the  world's  largest  pulp  and  paper-- 
groups,  yesterday  confirmed  It  had  suspended  plans  to  set 
up  a $l.5bn  pulp  plant  in  BrazB  because  of  the  financial 
crisis  in  the  country.  The  group,  formed  by  the  merger  test 
year  of  Stora  of  Sweden  and  Finland's  Enso,  said  the 
financial  situation  in"  Brazil  meant  It  was  not  possible  to 
raise  finance  for  the  joint  voiture  with  Brazil's  Odabrecht 
group.  Bjorn  Hfigglund.  StoraEnso  deputy  chief  executive, 
said  it  was  “evident  that  It  was  Impossible  to  finance  at 
reasonable  rates  at  the  moment".  Nicholas  Georg*. 
Stockholm 

BANKING  _ • ^ •' 

Sanpaolo  IMI  rises  140% 

Sanpaolo  IMI,  Italy’s  largest  banking  group  In  terms  of 
assets,  yesterday  released  strong  preliminary  1998  figures 
showing  consolidated  net  profits  rising  by  about  140  per 
cent  to  L1,75Gbn  (€904m.  $1 .02bn).  The  profits  are  the 
first  to  be  reported  since  the  Turin-based  bank  merged 
with  the  Rome-based  (Ml  group  East  year  and  the  compari- 
sons with  1997  are  on  a pro-forma  basis.  The  banking, 
group  said  its  return  on  equity  last  year  rose  to  113  per 
cent.  The  encouraging  performance  reflected  strong 
growth  in  commission  income  as  well  as  cost  cutting.  The 
group's  consolidated  operating  profits  rose  40  per  cent  on 
a pro-forma  basis  to  L4,200bn  last  year.  Paul  Betts,  lifflan 
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The  FT  can  help  yoo  reach 
. aridiiiooai  business  readers  in 
France.  Our  link  with  die  French  | 
business  newspaper.  Les  Echos, 
gives  you  a unique  recruitment 
advertising  oppammity  to  - 
capitalise  on  the  FTi  European  - 
readership  radio  Juntermya 
the  French  business  world.  - 
For  information  on  tares  and 
further  details  please  telephone-' 
Toby  Knden-Qoflson 
+44  171873  4027 
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South  Korea 
sets  record 
bank  losses 


By  John  Burton  in  Seoul 


South  Korea’s  22  commercial 
hanks  yesterday  reported  a 
record  combined  loss  of 
Wonl4,480bn  ($12.3bn)  for 
1998  as  the  nation’s  finanH^j 
crisis  caused  them  to  write 
off  debts  to  troubled  con- 
glomerates. 

it  was  the  second  consecu- 
tive year  of  bank  losses  fol- 
lowing a deficit  of 
WonS,8$0bn  in  1997.  Some 
analysts  predict  1999  earn- 
ings could  be  nearly  as  bad 
as  last  year  due  to  continued 
corporate  restructuring, 
although  most  expected  a 
recovery  by  2000. 

"Provisions  lag  for  behind 
loan  losses.  We  wfll  see  more 
debt  write-offs  this  year," 
said  Terence  Urn,  analyst 
for 'Merrill  Lynch  in  Seoul. 

The  sharp  increase  in 
losses  was  due  to  stricter 
reporting  standards  on  loan- 
loss  provisions,  the  discount 
sale  of  bad  loans  to  a state 
bailout  agency  and  require- 
ments that  banks  must 
value  their  bond  and  equity 
investments  at  market 
prices.  Early  retirement  pay- 
ments also  contributed  to 
losses  as  leading  banks  laid 
off  30  per  cent  of  employees. 

The  actions  were  in 
response  to  financial  reforms 
demanded  by  the  Interna- 
tional Monetary  Fund  as 
part  of  its  $5Sbn  rescue  pack- 
age for  South  Korea.  ’ 

Losses  were  heaviest 
among  Korea’s  biggest  and 
oldest  banks,  most  of  which 
were  nationalised  last  year. 


fianvlt  Bank.  Korea’s  top 
bank  created  by  a merger  of 
Commercial  Bank  of  Korea 
and  Hanil  Bank  last  month, 
repeated  the  largest  losses  at 
Won&3S0bn.  against  a loss  of 
Won44‘L8hn  in  1997.  . 

Korea  First  Bank,  which 
is  being  sold  to  a US  finan- 
cial consortium'  led  by  New- 
bridge. had  1998  losses  of 
Won2,6iobn  against 
Wonl.620bn.  Seoulbank, 
expected  to  be  sold  to  HSBC 
this  month,  reported  an 
increase  in  losses  to 
Won2,240bn  from 
Won916-6hn. 

Korea  Exchange  in 

which  Germany’s  Commerz- 
bank is  a large  shareholder, 
also  had  a rise  in  losses  to 
Won843.5bn  against 
Won68.4bn  in  1997.  Some 
hanks  specialising  Iwirting 
to  the  retail  sector  or  profit- 
able smaller  companies  had 

better  results.  Shinhan  Rank 
posted  a 11  per  cent  increase 
in  earnings  to  WnnSphn  , 

Earnings  for  Bana  Bank 
jumped  155  per  cent  to 
Wonll<L8bn,  but  its  merger 
partner  Boram  Bank-  had  a 
loss  of  Won39Llbn  against  a 
profit  of  Wanioabn  in  1997. 

Profits  at  Kookmin  Bank 
fell  by  30  per  cent  to  73.4bn, 
while  its  merger  partner 
Korea  Long-Term  Credit 
Bank  posted  a loss  of 
Won258bn  against  a profit  of 
Won41.7bn  in  1997. 

Housing  & Commercial 
Bank,  which  specialises  in 
mortgage  lending,  had  a loss 
of  Won291.3bn  against  a 
profit  of  Wonl0&3bn  in  1997. 


Manulife  joins 
with  Daihyaku 


By  RaokD  Nakamae  in  Tokyo 

Manulife  Financial,  one  of 
Canada’s  largest  insurance 
companies,  and  troubled 
Japanese  life  assurer,  Daih- 
yaku Mutual,  yesterday 
announced  plans  to  set  up  a 
joint  insurance  company  in 
Japan.  The  new  company,  to 
be  called  Manulife  Century 
Life,  is  scheduled  to  start 
operations  on  April  1. 

The  new  company  will  be 
capitalised  at  Y80hn  ($703m) 
with  Daihyaku  and  Manulife 
putting  op  Y40bn  each.  Man- 
ulife will  control  the  new 
company,  with  75  per  cent  of 
the  voting  rights. 

The  two  companies  said 
they  planned  to  merge  Daih- 
yaku and  Manulife  Century 
in  the  future.  This  will  be 
possible  when  Daihyaku’s 
status  is  changed  from  a 
mutual  company  to  a hold- 
ing company,  a move  await- 
ing new  legislation  for  the 
sector  in  Japan,  they  said. 

“It’s  definitely  part  of  our 
expectations  and  the  Finan- 
cial Supervisory  Agency  has 
been  insistent  on  this  point," 
said  David  Borman,  senior 
vice-president  in  charge  of 


Asian  operations  at  Manu- 
life. But  both  companies 
stressed  that  the  merger 
would  be  conditional  on  the 
slate  of  Daihyaku’s  revenue 
base -and  earnings  capability 
at  the  time. 

As  part  of  yesterday’s  deal, 
Manulife  will  also  inject 
more  than  Y80bn  into  Daih- 
yaku's  capital  base.  “It  will 
improve  our  present  stand- 
ing,’' said  Daihyaku  presi- 
dent Shfejiro  Kawasaki*,  who 
added  that  he  hoped  it  Would 
also  heighten  its  creditwor- 
thiness, competitiveness  and 
. Bantings  power. 

Daihyaku’s  solvency  mar- 
gin -.  a key  indicator  of 
financial  health  - of  294.6 
per  cant  at  the-end  of  March 
1996,  was  one  of  the.  worst  in 
the  sector.  In  fiscal  1998  its 
premium  income  dropped 
more  than  10  per  cent  and 
its  total  assets  fell  almost  17 
per  emit  The  company  also 
suffers  from  a negative  cash- 
flow problem. 

Both  companies  were 
advised  by  western  invest- 
ment banks,  with  Manulife 
retaining  JP  Morgan  and 
Daihyaku  retaining  Gold- 
man Sachs. 


China  delays  deal 
with  Volvo  Truck 


By  Jmes  Kyng«  In  Beffng 

China  has  delayed  approval 
for  a $480m  truck  joint  ven- 
ture between  Volvo  Truck, 
the  Swedish  manufacturer, 
and  a local  partner  because 
of  concerns  about  over- 
capacity in  the  Chinese 
heavy  truck  market,  officials 
said  yesterday. 

The  project  is  the  latest  in 
& series  of  foreign  ventures 
to  be  affected  by  widespread 
over-supply.  Last  month  it 
emarged  that  foreign  petro- 
chemical joint  ventures 
worth  more  than  $8bn  would 
be  postponed.  This  week 

authorities  announced  that 
foreign  aircraft  manufectur- 
an  should  postpone  aircraft 
deliveries  for  two  years  from 
— 2000. 

tTha  planned  Volvo  TVuck 
joint  venture  in  the  eastern 
province  of  Shandong  was 
expected  tortceNe  awraval 
by  the  end  of  last  year.  But 


China  National  Heavy  Duty 
Trade  Carp,  the  joint  ven- 
ture partner,  said  the 
approval  had  been  stalled  by 
Beijing’s  concerns  about 
domestic  market  conditions. 

The  factory,  which  was 
envisaged  to  have  an  even- 
tual production  capacity  of 
20,000  trucks  a year,  was 
expected  to  become  one  of 
China’s  top  manufacturers. 

If  approval  cranes  through  in 
April,  the  50-50  joint  venture 
could  start  producing  hi  the 
autumn,  the  company  said. 

The  plight  of  China  Track, 
the  joint  venture  partner, 
was  a decisive  factor  in  the 
delay.  China  Truck,  which  is 
stateowned,  is  producing 
about  one  third  of  its  annual 
capacity-  Its  debt  of 
RxoblOSbn  (tl-Sbn)  amounts 
to  about  80  per  cent  of  assets 
annual  debt  service  pay- 
ments of  about  ftmb7Q0m 
have  eroded  much’  of  its 
profit 
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Young,  gifted  and  back  to  the  wall  at  Nomura  Securities 

Junichi  Ujife  was  welcomed  as  company  president,  but  now  he  is  struggling  to  fend  off  the  critics,  writes  Gillian  Tett 


When  Junichi  Djiie,  58, 
was  unexpectedly 
appointed  as  presi- 
dent of  Nomura  Securities  in 
1997,  many  of  the  broker’s 
younger  staff  cheered.- -Back 
then,  Mr  Ujiie  seemed  just 
the  man  to  turn  Nomura 
into  a modem,  internation- 
ally minded  investment 
bank,  given  his  relatively 
tender  age  and  extensive 
experience  in  US  and  Euro- 
pean markets. 

Eighteen  months  later, 
though,  the  cheers  have  dis- 
solved into  bitter  bickering. 
For  as  Nomura  approaches 
the  end  of  the  1996  fiscal 
year,  it  has  become  riven  by 
internal  disputes.'  The  ques- 
tion mesmerising  the  work- 
force is  whether  Mr  IS  iie  can 
produce  a credffile  strategy 
to  reunite  the  company  and 
secure  his  own  position? 

Although  Nomura  denies 
any  split,  one  senior  Japa- 
nese executive  says:  “There 
are  many  questions  being 
asked  about  our  company’s 
future.  It  is  not  a happy 
time." 

This  bickering  has  been 
triggered  by  two  specific 
factors.  The  first  was  the 
revelation  last  autumn  that 
Nomura  had  incurred  a con- 
solidated net  loss  of  Y205bn 
(USfLSQbn)  in  the  first  half 


of  the  1998  fiscal  year, 
largely  due  to  a 9600m  loss 
on  proprietary  trades  in  Rus- 
sian markets.  and  another 
$S0Gm  loss  in  Nomura’s  com- 
mercial mortgage-backed 
securities  business  in  the 
US.  - 

Nomura  insists  this  toss 
will  not  spiral  further, 
though  some  small  addi- 
tional losses  from  the  US 
operations  were  revealed  to 
late  1998,  this  largely 
stemmed  from  restructuring. 

Many  analysts . privately 

express  doubts.  In  the  mean- 
time, the  losses  are  generat- 
ing controversy  within  the 
company  because  of  the 
approach  of  the  fiscal  year 
end  on  March  31.  For  unless 
Nomura  takas  rapid  action 
to  offset  the  losses  to  over- 
seas markets,  the  year-end 
results  are  likely  to  show 
that  the  company’s  solvency 
ratio  - the  key-measure  of  a 
broker's  strength  - has 
fallen  sharply  in  recent 
months.  Paul  Heaton  of 
Deutsche  Bank,  for  example, 
calculates  *>»«t  it  could  have 
dropped  to  200  per  cent, 
down  from  the  500  per  cent 
level  that  it  used  to  report 
five  years  ago. 

Nomura’s  equity  base  was 
$13  ^bn  at  the  end  of  March 
1998,  . and  the  company  is 


Nomura  retrenches 
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still  sitting  on  massive 
assets  which  it  could  sell  to 
raise  cash  But  the  result  is 
a hitter  blow  to  Nomura’s 
pride.  And  it  is  triggering 
bitter  recriminations  within 
the  company  about  wbo  was 
responsible  for  thp  debacle. 
"What  everyone  wants  to  see 


is  a clear  strategy  now,” 
says  one  shareholder. 

These  recriminations 
have,  in  turn,  left  Mr  Ujiie 
vulnerable,  not  least  because 
Nomura  has  always  been 
marked  by  bitter  internal 
feuds.  Some  domestic  fac- 
tions in  the  company,  for 


example,  are  angrily  blam- 
ing the  losses  on  Mr  Ujiie, 
who  ran  the  US  operations 
during  the  last  decade.  Some 
of  the  so-called  Nomura  "old 
guard”,  who  were  ousted  to 
1997  to  make  way  for  Mr 
Ujiie,  are  now  trying  to  reas- 
sert their  control.  Mean- 


while. some  of  the  younger 
generation  of  Uj  lie-support- 
ere  are  Insisting  the  events 
show  the  company  needs  to 
take  a radically  different 
tack. 

Mr  Ujiie  has  attempted  to 
fight  back  some  strate- 
gic shifts  are  under  way. 
Since  last  October,  for  exam- 
ple, the  company  has  been 
implementing  more  central 
control  over  its  global  bond, 
equity,  investment  banking 
and  risk  management 
systems.  It  is  also  pulling 
out  from  most  "high  risk" 
overseas  businesses. 

Nomura  is  seeking  to  cut 
overseas  costs  by  20  per  cent 
over  the  next  two  years, 
reduce  its  domestic  work- 
force from  13,000  to  11.000, 
and  in  the  run  up  to  the  fis- 
cal year  end,  considering 
selling  some  of  its  assets. 

Takashi  Tfcutsui,  head  of 
global  equity,  says  the  group 
is  trying  to  focus  its 
operations  more  closely.  “In 
Japan  and  Asia  we  will  be  a 
global  bank.  But  elsewhere 
we  will  be  a niche  player, 
particularly  serving  Japa- 
nese institutions.” 

Mr  Tsutsui  insists  the 
company  has  no  plans  to 
“dogmatically  centralise". 
Mr  Uj  lie’s  next  moves  will  be 
closely  watched. 
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TELECOMMUNICATIONS  LONDON  MEETING JS  A SIGN  OF  NEW  INDUSTRY  ALLIANCES  , 

AT&T  to  discuss  wireless  fink  with  BT 


By  Richard  Waters 
(n  Now  (Means 

Senior  executives  of  AT&T 
and  British  Telecommunica- 
tions are  due  to  meet  next 
week  to  discuss  ways  of 
jointly  extended  their  inter- 
national wireless  businesses, 
according  to  an  executive  at 
the  American  carrier. 

Dan  Hesse,  chief  executive 
of  AT&T  Wireless  Services, 
added  that  the  US  company 
aimed  to  become  a global 
force  in  the  wireless  indus- 


try within  the  next  five 
years,  either  hy  making 
investments  in  companies 
overseas  or  through  a net- 
work of  looser  operating 
agreements. 

The  meeting  in  London 
next  week  is  the  latest  sign 
of  how  quickly  the  geograph- 
ically fragmented  wireless 
industry  Is  coalescing  into 
new  international  groupings. 
Vodafone's  successful  $62bn 
offer  for  AirTouch  last 
month,  uniting  the  biggest 
wireless  carriers  in  the  US 


and  UK,  has  added  extra 
urgency  to  the  deliberations 
of  others,  including  AT&T 
and  BT. 

The  British  and  .American 
companies  did  not  include 
their  wireless  businesses  in 
the  global  alliance  they 
forged  last  year.  However, 
their  joint  venture  In  tradi- 
tional services  should  make 
the  two  natural  partners  In 
wireless  as  they  try  to 
develop  global  reach,  said 
Mr  Hesse. 

The  international  initia- 


tive, however,  is  likely  to 
take  second  place  in  the 
short  term  to  AT&T’s  efforts 
to  create  one  of  the  first 
national  wireless  brands  in 
the  US.  While  AirTouch  is 
confined  to  the  western 
states  and  relies  on  a part- 
nership with  Bel!  Atlantic 
for  national  reach,  other 
national  networks  are  being 
created  either  by  mergers  or 
by  new  investment 
“My  main  focus  is  to  be 

the  wireless  supercarrier  in 
the  US,"  said  Mr  Hesse. 


"Later,  though,  we  will  have 
to  develop  a dominant  posi- 
tion globally,  perhaps  five 
years  down  the  line." 

That  could  take  the  form 
of  equity  investments  In 
overseas  carriers,  close  tech- 
nology and  marketing  pacts 
or  looser  «n»*nrftR.  However, 
the  different  technical  stan- 
dards in  use  in  Europe  and 
the  US,  and  the  efforts  to 
combine  them  in  a new,,  so 
called.  “Third  Generation" 

standard,  means  that  any 
international  alliances  are 


Amazon.com  logic 
confounds  critics 

Internet  book  retailer  defends  system  for 
recommending  titles,  writes  Roger  Taylor 


Amazon.com,  the  leading 
internet  book  retailer,  is 
having  to  resort  to  some 
fancy  logic  to  rebut  criticism 
of  its  practice  of  taking 
money  for  featuring  books 
on  its  recommended  lists. 

There  Is  nothing  on  Ama- 
zon.com to  indicate  that 
some  of  the  books  featured 
are  there,  in  part,  because 
the  publisher  has  paid 
money. 

Amazon  Insists  that  this  in 
no  way  undermines  the 
integrity  of  the  recommenda- 
tions. It  points  out  that  it 
has  an  editorial  board  to 
check  that  every  featured 
book  meets  a required  stan- 
dard. Those  that  foil  do  not 
appear,  regardless  of  the 
money  on  offer. 

Amazon  even  argues  that 
the  practice  is  better  than 
the  traditional  advertising 
approach  of  other  media. 
“Newspapers  are  perfectly 
happy  to  accept  ads  to  pro- 
mote lousy  books.  We  stand 
behind  all  our  recommenda- 
tions,” it  says. 

The  tact  that  it  may  have 
received  a cheque  for  as 
much  as  $10,000  from  the 
publishers  is  neither  here 
nor  there,  the  company 
maintains.  The  cheque 
merely  gives  the  publisher 
certain  guarantees  about  the 
way  the  book  will  be  pro- 
moted if  it  is  selected. 


Its  defence  was  prompted 
by  an  article  in  the  New 
York  Times  detailing  some 
of  Amazon's  less  well-known 
business  practices.  The  criti- 
cism raises  an  issue  that 
many  other  companies  oper- 
ating on  the  internet  have  to 
face  - where  the  line  fails 
between  advertising  and  edi- 
torial. It  is  a line  that  is 
rarely  clear  in  a medium 
where  companies  “sponsor” 
pages  of  editorial  material. 

To  take  one  example,  if 
you  search  under  the  word 
“car”  on  the  Excite  Internet 
search  engine,  you  will  still 
get  the  traditional  list  of 
apparently  random  internet 
sites  that  happen  to  contain 
the  word  car  - including 
texts  in  French  and  Polish. 

But  the  user  is  first 
directed  to  a helpful  list  of 
topics,  such  as  buying  a car 
online.  These  links  are  pres- 
ented in  the  same  style  as 
the  rest  of  the  search  results. 
But  they  are,  not  surpris- 
ingly, advertising  ?ink«  that 
take  you  through  to  the 
services  offered  by  a particu- 
lar company. 

Excite  points  out  that  this 
service  Is  of  enormous  value 
to  its  users  who  do  not  want 
to  have  to  trawl  through 
reams  of  irrelevant  material. 
Certainly  the  efforts  of  inter- 
net companies  to  bring  some 
order  to  the  mass  of  informa- 


Collad  to  book:  Jeff  Bezos  of  Amoaonjccm 


tlon  on  the  net  Is  welcome. 

Customers  might,  how- 
ever, have  hoped  that  a com- 
pany offering  a guide  to  the 
net  might  at  least  have  pro- 
duced a list  of  some  of  the 
more  popular  online  car  sell- 
ers rather  than  simply  point- 
ing to  its  sponsor. 

Excite  is  not  breaking  any 
regulations.  But  some  claim 
AmazoiLcom's  actions  come 
dangerously  dose.  The  Fed- 
eral Trade  Commission, 
which  oversees  advertising, 
is  reviewing  advertising  and 
marketing  through  elec- 
tronic media  and  is- planning 
a workshop  in  the  spring  to 
allow  the  industry  and  its 
regulators  to  discuss  the 
best  way  forward. 

This  will  have  to  take  into 
account  the  need  to  meet  the 
spirit  of  current  regulations: 


NS  launches 
largest  internet 
stock  issuance 


Ashley  Ashwood 

for  other  media.  These  tive  marketing  and  which 
require  that  advertisements  have  been  chosen  by 
be  clearly  identifiable  as  Amazon. corn's  editors, 
such  and  that,  if  a publics-  For  now.  the  internet 
tion  endorses  a product,  it  appears  to  enjoy  a remark- 
should  reveal  any  material  able  level  of  public  trust, 
connection  is  has  with  the  Research  by  The  Pew  Con- 
manufacturer  of  that  prod-  ter,  a media  think-tank, 
uct.  found  that  net  users  did  not 

Amazon.com  argues  that  mind  if  a review  of  a play 
its  “co-operative”  promo-  included  a link  to  a company 
tions  system  is  not  a form  of  selling  tickets, 
advertising,  since  Ama- ' As  the  medium  becomes 
zon.com  makes  the  final  increasingly  commercial,  it 
decision  as  to  whether  or  not  is  in  danger  or  undermining 
a book  gets  promoted.  that  trust.  Practices  such  as 

The  company  concedes  it  Amazon. corn's  are  likely  to 
might  consider  giving  cus-  increase  calls  for  regulation 
tamers  more  information  if  and  raise  questions  about 
they  are  unhappy  with  whether  internet  companies 
arrangements.  Although  it  should  be  left  to  make  judg- 
says  it  is  happy  to  talk  about  meats  about  the  right  bal- 
its  policy,  it  refuses  to  reveal  ance  between  the  Interests  of 
specifics  such  as  which  customers  and  of  commer- 
books  are  part  of  co-opera-  ’ dal  sponsors. 
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By  John  Latate  in  New  York 

Network  Solutions,  the 
exclusive  registrar  of  inter- 
net domain  names  in  the  US, 
yesterday  launched  the  larg- 
est  stock  issuance  ever  by  an 
internet  company,  with  a 
secondary  stock  offering  val- 
ued at  nearly  $780m. 

The  Virginia-based  com? 
pany  issued  4.58m  shares  of 
class  A common  stock  at 
$170  each. 

The  size  of  the  - offering 
was  considered  massive  for 
the  internet  sector,  where 
despite  a rash  of  initial  pub- 
lic offerings  in  the  last  18 
months,  the  value  of  most 
deals  has  typically  been  less 
than  SlGOm. 

Few  internet  companies 
have  so  far  raised  extra 
funds  with  a secondary  offer- 
ing. 

The  newly  issued  stock 
had  to  compete  with  a morn- 
ing sell-Off  of  internet  shares 
as  well  as  news  of  the 
release  on  Monday  of 
recommendations  by  a 
government-appointed  panel. 

The  draft  guidelines, 
which  are  subject  to  public 
review  through  to  early 
March,  are  the  work  of  the 
Internet  Corporation  for 
Assigned  Names  and  Num- 
bers. 


They  represent  the  first 
step  in  the  process  of 
opening  NS's  market  to 
competition  in  forthcoming 
years. 

The  guidelines  could  lead 
to  an  end  to  the  monopoly 
held  by  the  company  in  the 
assignment  of  domain  names 
such  as  “.com”,  “met".’  and 
“.org"  for  internet  web- 
sites. 

In  1992,  long  before  the 
explosive  consumer-led 
growth  of  the  internet.  NS 
won  exclusive  rights  from 
the- US  Department  of  Com- 
merce to  assign  domain 
names. 

The  company  charges  $70 
tor  a two-year  assignment 
and  thus  far  it  has  registered 
more  than  3m  accounts. 

Analysts  'expressed  little 
concern  about  the  potential 
opening  of  competition  in  its 
market,  given  NS’s  strong 
early  lead. 

“We  estimate  the  market 
for  domain  names  could 
reach  at  least  100m  in  the 
next  several  years,"  said 
James  Pettit,  analyst  at 


likely  to  depend  on  close 
technological  integration. 

According  to  Mr  Hesse, 
both  AT&T,  which  uses  a 
wireless  standard  called 
TDMA,  and  BT,  which  uses 
GSM,  have  been  working 
separately  on  a future  stan- 
dard that  would  combine 
both.  However,  he  added 
that  a technical  agreement 
to  co-ordinate  the  develop- 
ment of  their  networks 
would  insure  that  they  could 
plug  effortlessly  into  each 
other  in  the  future. 

Banco  do 

Brasil 

profits 

presage 

decline 

By  John  Barham  fat  Sao  Paolo 

The  excellent  1998  results 
announced  by  Banco  do 
Brasil,  Brazil’s  biggest  bank, 
have  been  undermined  by 
analysts’  fears  that  they 
foreshadow  a decline  in  per- 
formance this  year  as  the 
country  sinks  into  a deep 
recession  made  worse  by  last 
month's  forced  devaluation 
of  the  reaL 

Banco  do  Brasil,  majority- 
owned  by  the  federal  govern- 
ment, said  its  net  income  in 
1998  rose  52  per  cent  to 
R $869. 9 m (then  worth 
$7l8.9m).  while  assets 
increased  19  per  cent  to 
R$129-56bn. 

Robert  Lacoursiere,  ana- 
lyst at  Bear  Stearns,  the 
New  York  investment  bank, 
said:  “It  is  not  a good  sign 
that  earnings  were  up  more 
than  expected.  In  foct  it  is  a 
signal  of  more  difficult  times 
ahead.”  He  said  hank  profits 
were  “much  better  than  fore- 
cast because  interest  rates 
were  higher  than  expected  in 
the  fourth  quarter.  You  wHL 
see  the  problem  [caused  by] 
higher  interest  rates  and 
slowing  growth  later  in  pro- 
visioning [more  bad  loans]." 

Benchmark  interest  rates 
stand  at  39  per  cent  a year 
and  private  sector  econo- 
mists say  the  economy,  could 
shrink  by  up  to  7 per  cent 
this  year.  This  deteriorating 
environment  could  make  it 
harder  for  Andrea  Calabi. 
Banco  do  Brasil's  new  presi- 
dent, to  improve  effidency. 

An  immediate  privatisa- 
tion has  been  ruled  out  but 
economists  say  an  announce- 
ment that  Banco  do  Brasil 
will  be  sold  would  bolster 
International  confidence  in 
the  government's  efforts  to 
cut  its  budget  deficit 
Banco  do  Brasil  is  twice 
the  size  of  the  largest  private 
sector  bank,  Bradesco,  but 
cannot  match  it  in  terms  of 
asset  quality  or  efficiency. 

Heavy  losses  in  1996 
drained  Banco  do  Brasil's 
equity  base  and  it  required  a 
R&3bn  equity  injection  to 
meet  capital  adequacy  guide- 
lines. The  capital  came 
mainly  from  the  bank’s  pen- 
sion fund.  Performance 
improved  and  1997  profits 
were  R$574m. 

Although  Banco  do  Brasil 
cut  its  personnel  costs  by 
10  per  cent  last  year,  to 
R$5.7bo,  administrative  costs 
rose  by  nearly  20  per  rent,  to 
R$38&9m.  Like  most  Brazil- 
ian banks,  it  lends  relatively 
little  and  holds  most  of  its 
assets  in  high-yield  govern- 
ment securities. 

In  the  second  half  of  1998. 
the  hank  booked  loans  of 
R$40.27bn,  less  than  its 
deposits  and  the  small  frac- 
tion of  its  total  assets. 

Even  though  lending  has 


Record  profit 
for  Barrick  as 
GEO  quits 


Hambrecht  & Quist,  one  of  I remained  flat  since  1994,  last 


the  lead  managers  of  yester- 
day's stock  deal  with'  JJP. 
Morgan. 

NS  shares  fell  $17,  or  9i3 
per  cent,  to  $157%  in  early 
trading, 


year  the  bank  had  to 
increase  provisions  for  bad 
loans  to  R$i2JLm.  or  23  per 
cent  of  lending  and  unspecif- 
ied “other  credits".  In  1997 
this  ratio  was  13.4  per  cent. 


By  Edward  Akton  and 
Scott  Monism  in  Toronto 

Barrick  Gold,  North 
America's  second  largest 
gold  producer,  reported 
record  profits  for  1998  yester- 
day. but  was  shaken  by  the 
unexpected  resignation  of  its 
chief  executive  and  a failed 
bid  to  acquire  Argentina 
Gold. 

Barrick  shares  dropped 
C$1.30  to  C$28.80  in  early- 
trading  despite  reporting  a 
15  per  cent  increase  in  net 
earnings  and  cashflow  for 
1998,  as  well  as  fourth- 
quarter  results  in  line  with 
analysts'  expectations. 

Barrick  said  yesterday  it 
bad  abandoned  its  C$1 60m 
bid  for  Argentina  Gold,  a 
junior  mining  group  that  has 
a promising  South  American 
deposit.  Barrick  foiled  to  got 
the  needed  50  per  cent  of 
shareholders  to  accept  its 
C$5  per  share  offer  after 
some  Argentina  sharehold- 
ers mounted  vigorous  oppo- 
sition to  the  bid. 

Barrick  had  coveted 
Argentina  Gold’s  Veladero 
property,  a sizeable 

high-grade  resource  of  gold 
and  silver  just  6km  from 
Barrick's  Pascua  project 

Pascua,  which  will  be  in 
full,  production  by  2002.  has 
proven  and  probable 

reserves  of  14m  ounces  of 
gold  and  440m  ounces  of  sil- 
ver. 

In  addition,  Paul  Melnuk, 
who  had  been  Barrick's  chief 
executive  for  less  than  a. 
year,  offered  his  resignation 
late  on  Monday,  citing  per- 
sonal reasons.  Peter  Munk, 
chairman,  acknowledged 
yesterday  he  was  surprised 
by  the  decision,  but  said:  “It 


was  done  for  personal  rea- 
sons and  it's  the  kind  of 
explanation  1 for  one  must 
respect" - 

Mr  Munk  indicated  the 
announcement  of  a replace- 
ment would  be  made  in  the 
next  several  weeks. 

Barrick's  strong  results 
came  despite  the  lowest  gold 
prices  in  two  decades. 
Fourth  quarter  net  income 
rose  to  US$83m,  or  21  cents 
per  share,  from  US$75m,  or 
20  cents  per  share,  in  the 
fourth  quarter  of  1997. 

The  performance  was 
driven  by  sharply  lower  cash 
operating1  costs  and  the  con- 
tinued success  of  the  compa- 
ny’s hedging  programme. 
Cash  operating  costs  in  1998 
dropped  from  $182  to  $160  an 
ounce  the  previous  year,  and 
Barrick  is  projecting  a fur- 
ther decline  to  $125  an  ounce 
next  year,  which  would  be 
the  lowest  ever  recorded  by 
a major  gold  company. 

Operating  costs  have  been 
brought  down  by  the  open- 
ing of  the  low-cost  Pierina 
mine  in  Peru,  productivity 
improvements  and  increases 
in  silver  production. 

Barrick's  forward-selling 
of  gold  allowed  the  company 
to  realise  an  average  $400  an 
ounce  for  gold  in  1998,  $106 
above  the  spot  price. 

While  the  programme  is 
widely  acknowledged  as  the 
industry’s  most  successful, 
critics  say  the  growing  use 
of  hedging  in  the  industry 
has  contributed  to  keeping 
world  gold  prices  tow.  This 
has  hurt  the  shares,  of  all 
major  producers,  including 
Barrick,  whose  share  price 
has  languished  despite 
the  company's  strong 
earnings. 


NEWS  DIGEST 


Hurricane  Mitch  sweeps 
Chiquita  into  the  red 

Hurricane  Mitch,  which  swept  across  parts  of  Central 
America  aid  the  Caribbean  last  October,  sent  Chiquita 
Brands,  the  US  fruit  producer  and  distributor,  into  the  red 
in  1998.  Chiquita,  which  is  best-known  for  its  banana  busi- 
ness and  was  at  the  centre  of  the  recent  trade  dispute 
between  the  European  Union  and  the  US,  incurred  a 
$101 .6m  loss  In  the  final  quarter  of  1998,  leaving  it  with  an 
$18.4m  deficit  for  the  year,  in  1997,  the  company  broke 
even,  with  a small  $300,000  profit  Sales  last  year  were 
$2. 72 bn.  up  from  $2.43 bn. 

Mitch  caused  more  than  $850m  of  damage  in  Honduras 
alone.  Chiquita  said  Mitch  cost  it  $73m,  net  of  insurance, 
as  it  had  to  write  down  assets  as  a result  of  the  flooding. 
But  the  company  said  there  was  some  improvement  in 
underlying  operating  results  once  these  costs  were 
stripped  out,  largely  thanks  to  better  farm  productivity, 
lower  transport  costs  and  higher  banana  volumes  world- 
wide. These  gains  more  than  offset  the  fall  to  banana 
prices.  Yesterday's  losses  were  largely  in  line  with  fore- 
casts and  Chiquita  shares  were  just  $£  lower,  at  $0£  in 
early  trading.  Nikki  Taft,  Chicago 

CONSUMER  PRODUCTS 


Rubbermaid  profits  fall 

Restructuring  charges  and  merger  costs  pushed  down 
profits  to  the  final  three  months  of  1998  at  Rubbermaid, 
the  Ohio-based  consumer  products  group  which  is  plan- 
ning to  sell  itself  to  the  low-profile  but  acquisitive  Newell 
group  for  about  $5bn. 

Tire  company  said  it  made  $3.8m  to  the  fourth  quarter, 
after  S26.9m  of  charges  related  to  reorganisation  of  its 
North  American  and  European  operations,  and  a further 
$2.4m  charge  stemming  from  costs  involved  in  the  NeweS 
merger. 

Part  of  the  restructuring  related  to  efforts  to  centralise 
buying  and  improve  manufacturing  processes.  Rubbermaid 
said  that  savings  helped  offset  price  pressures  and  unfa- 
vourable exchange  rates,  and  boosted  underlying  earnings. 
Ahead  of  the  charges,  earnings  per  share  were  slightly  up 
at  22  cents,  against  21  cents  previously. 

Hie  commercial  and  home  products  businesses  saw 
"strong  profitability  improvements",  with  gains  in  Europe 
being  "particularly  noteworthy*.  However,  the  traditional 
toys  division  saw  “less-than-satisfactory”  sales  - a result 
blamed  on  changing  buying  patterns  and  some  de-stock- 
ing by  retailers. 

The  results  are  likely  to  be  the  last  reported  separately 
by  Rubbermaid:  the  merger  will  be  voted  on  by  sharehold- 
ers on  March  11.  NNcki  Taft 
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By  Tom  Bums  to  Madrid  and 
Tracy  Corrigan  In  New  Yorit 

Morgan  Stanley  Dean  Witter, 
the  US  financial  services 
group,  is  eyeing  Italy  as  pan 
of  a strategy  to  establish  a 
local  presence  In  the  fast 
growing  mutual  fund  market 
of  southern  Europe. 

The  move  follows  MSDW’s 
purchase  yesterday  of  AB 
Asesores,  Spain’s  biggest 
independent  financial  ser- 
vices group  with  $4_3bn 
under  management  as  of  the 
end  of  last  year. 

That  deal  is  MSDW’s  first 
acquisition  since  the  merger 
of  Morgan  Stanley  and  Dean 
Witter  two  years  ago,  and 


the  group’s  first*  purchase 
outside  the  US.  Morgan  Stan- 
ley’s negotiations  to  buy  SG 
Warburg,  the  UK  investment 

bank,  broke  down  in  1994. 

The  Spanish  acquisition 
was  termed  a “value  proposi- 
tion" by  Richard  DeMartini,. 
chief  executive  of  MSDW’s 
international  private  client 
unit.  Last  December,  Mr 
DeMartini  was  put  in  charge 
of  building  MSDW’s  overseas 
private  client  business,  an 
area  which  has  been  tar- 
geted as  the  group's  most 
- important  strategic  initia- 
tive. Morgan  Stanley  Dean 
Witter  is  one  of  the  top  three 
US  retail  brokerages. 

Mr  DeMartini  said  there 


was  “keen  interest"  in  Italy 
which,  like  Spain,  is  showing 
strong  growth  in  mutual 
funds  and  growing  demand 
from  local  individuals  and 
institutions  for  international 
equities.  "We  are  talking 
about  the  fastest,  growing 
mutual  fond  markets  in  the 
world,"  said  Sir-  David 
Walker,  executive  chairman 
of  MSDW  in  Europe. 

Mr  DeMartini  said  it  was 
very  likely  that  following 
the  acquisition  of  Asesores 
the  group  will  enter  the  Por- 
tuguese market,  offering 
mutual  foods  and  advice  to 
retail  investors. 

MSDW  Is  also  stepping  up 
its  efforts  to  penetrate  the 


Japanese  retail  market  US 
rivals  such  as  Merrill  Lynch, 
through  the  Yamaichi  Secu- 
rities brokerage  network  it 
acquired,  and  Citigroup's 
Salomon  Smith  Barney, 
which  has  linked  with 
Nikko,  have  already  entered 
Japan,  though  to  date  reve- 
nues from  Merrill's  venture 
have  proved  disappointing. 

“We  will  have  a presence 
In  retail  .asset  management 
in  Japan,”  said  Mr  DeMar- 
tini. The  group  expected  to 
begin  opening  a small 
branch  network  in  Japan 
this  year  but  was  also 
“actively  pursuing"  options 
for  distributing  products  to 
retail  investors. 


The  value  of  the  Asesores 
transaction  was  not  dis- 
closed but  is  believed  to  be 
between  $300m  and  $40Qm. 

Mr ' DeMartini  said  the 
price  would  comfortably  live 
up  to  MSDW’s  earnings  for- 
gets in  terms  of  return  of 
equity. 

Asesores,  which  has  « 
offices  and  about  44,000  high 
net-worth  clients,  giveS 
MSDW  a strong  footholdjn 
Spain  where  managed 
mutual  funds  totalled  about 
$245bn  at  the  end  of 
year,  up  from'  $l25bn  at  foe 
end  of  1997.  It  also 
has  an  institutional  broker; 
age  and  corporate  finance 
business. 
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Introducing  Globex®  Alliance,  a powerful  new 
electronic  trading  alliance  that  spans  the  globe, 

Globex*  Alliance  forms  a unique  network  of  exchanges  making  trading  easier  with  a broader  range  of  contracts  and  other  features  such  as  cross  margining.  The  Alliance  is  based  on 
a common  electronic  trading  platform,  NSC  tt  will  bring  opportunities  for  cost  savings  and  will  establish  a set  of  harmonized  rules  and  pobcies.  Contact  any  of  these  alliance 
partners  for  more  information.  Simex^S  535  7382.  Matif/Mohep : +33  1 40  28  82  82  - CMC  +312  930  2000. 
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Grolsch  targets 
mature  markets 


By  C onion  Comb  In  Amsterdam 

Grolsch,  the  Dutch  brewer, 
is  to  seek  licensing  agree- 
ments for  the  production  of 
its  brand  in  other  western 
countries  as  part  of  an  effort 
to  revive  flagging  profitabil- 
ity. 

At  the  same  time,  it  is 
retreating  further  from  a 
foray  into  developing 
markets.  Export  sales  to 
China  and  Brazil  will  end 
and  a sales  drive  elsewhere 

in  Asia  and  Latin  America  is 

to  be  scaled  down.  That  fol- 
lows the  disposal  a year  ago 
of  a holding  in  Poland. 

Jacques  Troch.  chairman, 
said  yesterday  that,  with  a 
premium  brand,  the  com- 
pany wanted  to  be  “where 
people  knew  beer". 

Grolsch  aimed  to  grow  fur- 
ther in  the  UK  and  US.  its 
two  main  foreign  markets, 
as  well  as  improving  its  posi- 
tion in  continental  Europe, 
Canada,  Australia  and  New 
Zealand. 

Mr  Troch  was  speaking  as 
the  group  announced  Bat  net 
profits  from  operations  at 


FI  50.3m  (€22.9m.  $25.67m) 
for  last  year,  on  a per 
cent  decline  in  sales  to 
FI  543.8m.  Mr  Troch  blamed 
that  dip,  in  large  measure, 
on  a collapse  in  the  Russian 
market,  which  bad 
accounted  for  IS  per  cent  of 
sales  outside  the  Nether- 
lands. 

Although  a small  Moscow 
office  would  remain,  Grolsch 
would,  in  future,  focus  on 
mature  beer  markets  where 
purchasing  power  was  high 

and  the  premium  segment 
was  growing-  Local  produc- 
tion under  licence,  as  carried 
out  for  the  company  by  Bass 
in  the  UK.  would  be 
extended  to  selected  other 
countries. 

These  are  expected  to 
include  the  countries  of  Aus- 
tralasia but  not  the  US, 
where  only  imports  com- 
mand a higher  price.  The 
group  will  also  consider 
acquisitions  and  begin 
exporting  its  subsidiary  line 
of  specialty  beers  which,  at 
home,  have  grown  to 
account  for  8 per  cent  of  all 
sales. 


COMPANIES  & FINANCE:  INTERNATIONAL 

Soros  in  Golden  Land  sale 


By  Ted  Bardadce  in  Bangkok 


Foreign  investors  led  by 
Hong  Kong's  New  World 
Development,  the  Soros 
Quantum  Fund  and  Morgan 
Stanley  will  today  announce 
the  acquisition  of  Golden 
Land,  the  Thai  property 
developer. 

The  purchase,  for  $76m  in 
new  capital,  involves  a deal 
with  leading  Thai  banks  to 
reduce  the  company's  S200m 
debt  burden  by  more  than 
half. 

It  represents  the  first  for- 
eign takeover  of  a listed 
Thai  property  company  and 
is  part  of  a growing  number 

of  acquisitions  of  distressed 
companies  in  Thailand 
involving  a bipartite  negoti- 
ation between  buyers,  sellers 
and  creditor  banks. 

New  World  Development, 
which  already  owned  just 
over  20  per  cent  of  Golden 
Land,  will  become  the  larg- 
est shareholder,  with  the 
Soros  Quantum  Fund  the 
second  largest  investor  in 
the  deal,  bankers  said. 

Thailand's  Srivikom  fam- 
ily will  see  its  24  per  cent 
stake  diluted  to  5 per  cent 
and  then  even  less  when 


Hrander  George  Sores,  through  the  Soros  Quantum  Fund,  is  the 
second  largest  investor  in  the  Golden  Lend  deal  Jason  Orton 


another  planned  equity  issue 
is  completed  later  this  year. 

Matriarch  Sasima  Srivi- 
korn  will  remain  chair- 
woman of  the  company  and 
was  instrumental  in  convinc- 
ing Thai  banks  to  carry  out 
the  debt  restructuring  deal 
that  was  needed  before  new 
equity  could  be  found. 

Liakat  Dhanji,  with  nearly 


a decade  of  experience  in 
reviving  distressed  property 
assets  in  Asia,  will  become 
chief  executive. 

The  debt  restructuring 
will  lower  Golden  Land's  lia- 
bilities from  Bt7.3bn  to 
about  Bt3-2bn  ($87m).  which 
includes  loans  that  were 
mostly  non-performing. 

Some  of  the  reduction  win 


come  through  shrinking  its 
liability  by  Thai  banks,  led 
by  Bangkok  Bank  and  Siam 
Commercial,  while  Golden 
t*tiH  will  transfer  some  land 
assets  to  the  hanks  to  make 
up  for  the  rest 

Details  of  the  debt 
restructuring  deal  remain 
confidential  at  the  request  of 
the  banks  who  fear  other 
debtors  will  want  similar 
treatment. 

Hie  participation  of  Soros 
raises  concerns  that  some  of 
the  new  investors  see  the 
capital  injection  as  a trading 
opportunity  following  the 

huge  run-up  of  shares  in 
Nakomthai  Strip  Mill. 

Soros  bought  some  of  the 
company's  high-yield  bonds 
issued  in  the  US  as  part  of  a 
debt  restructuring  deal  last 
year.  Soros  then  sold  the 
bonds  within  one  month  of 
purchasing  and  the  bonds 
are  now  in  default. 

' Chris  Harborne  of  MCL 
Research,  which  advised  on 
the  deal,  said  he  believed  the 
new  investors  had  no  inten- 
tion of  “flipping"  the  new 
shares,  saying  much  of  the 
new  equity  was  destined  for 
the  acquisition  of  more  dis- 
tressed property  projects. 


NOTIFICATION  TO  BONDHOLDERS 

Siemens  Financieringsmaatschappij  N.V. 

Den  Haag, The  Netherlands 


Parallel  Bond 
DM  750.000,000 

5.5  % Guaranteed  Bonds  due  2007 
unconditionally  and  irrevocably  guaranteed  by 
Siemens  AG 

(WKN  190  225,  Common  Code  7387539. 

1SIN  DEOOQ 1 902252) 


Parallel  Bond 
FF  2,500,000,000 

5J»  % Guaranteed  Bonds  due  2007 
unconditionally  and  irrevocably  guaranteed  by 
Siemens  AG 

(Scovam  code  number  10929,  Common  Code  7385633, 
ISIN  XS0073856337) 


Parallel  Bond 
NLG  500,000,000 
55  X Guaranteed  Bonds  due  2007 
unconditionally  and  irrevocably  guaranteed  by 
Siemens  AG  ' 

(Common  Code  7304793.  ISIN  XS 0073847930) 


(the  "Bonds’) 


Pursuant  to  §§  3 and  4 of  the  German  Law  on  the  Redenomination  of  Debt  Securities  into 
Euros  (Gesetz  zur  UmsteBung  von  SchuMverxhmbangen  auf  Euro)  dated  as  of  June  9.  1998 
(BGBI.  I p.  1242. 1250)  and  Condition  4 of  the  Terms  and  Conditions  of  the  Bonds,  the  Issuer 
will  redenominate  the  aggregate  principal  amount  of  the  Bonds  'moo  euros  with  effect  from 
March  12.  1 999.  With  effect  from  the  same  date,  the  Issuer  will  consolidate  the  Bonds 
pursuant  to  Condition  5 of  the  Terms  and  Conditions  of  the  Bonds. 

With  respect  to  the  above,  the  following  is  declared  and  published  pursuant  to  § 6 of  the 
German  Law  on  die  Redenomination  of  Debt  Securities  into  Euros  and  Condition  14  of  the 
Terms  and  Conditions  of  the  Bonds: 

1.  The  conversion  into  euros  shall  occur  by  using  the  conversion  rates  of  DM  1.95583  per 
euro.  FF  6J55957  per  euro  and  NLG  220371  per  euro,  respectively,  established  by  the 
Council  of  the  European  Union  pursuant  to  Article  109  I subsection  4 of  the  EC-Treaty 
(Article  123  subsection  4 sentence  i of  the  Amsterdam  Treaty  version  of  October  2, 
1 997)  and,  in  each  case,  rounding  the  resultant  figure  to  die  nearest  cent  (with  euro  0.005 
being  rounded  upwards).  The  Bonds  shall  be  replaced  by  bonds  denominated  in  euros 
with  a denomination  of  one  cent. 

2.  The  Redenomination  and  Consolidation  Agent  appointed  in  connection  with  the  Bonds 
(Citibank.  N A London)  has  consented  to  die  redenomination  and  consolidation  pursuant 
to  the  terms  of  this  notice. 

3.  The  transferable  principal  amount  shall  be  euro  0.01  or  a multiple  thereof. 

4.  The  aggregate  principal  amount  of  die  Bonds  upon  consolidation  shafl  be  euro  99 1.48 136204. 
In  exchange  for  the  Permanent  Global  Bonds  representing  the  Bonds,  the  Issuer  shall  issue  and 
deliver  do  die  depositaries  euro-denonwiaced  replacement  Global  Bonds. 


5.  The  ISIN  number  for  the  Bonds  upon  consolidation  shall  be  XS0094758 181. 

6.  To  the  extent  die  Bonds  will  be  held  in  Cedelbank  ("Cedelbank”)  or  Morgan  Guaranty 
Trust  Company  of  New  York,  Brussels  Office,  as  operator  of  the  Eurodear  System 
C Eurodear"),  the  common  depositary  shall  be  Citibank,  NA  London;  to  the  extent  the 
Bonds  will  be  held  in  Deutsche  Borse  Clearing  AG  ("DISC”),  the  depositary  shall  be  DBC. 

7.  Upon  consolidation,  die  Bonds  will  be  listed  on  the  stock  exchanges  in  Frankfurt  am 
Main.  Paris  and  Luxembourg. 

8.  Upon  consolidation,  the  Bonds  shall  be  d eared  and  settled  on  an  interchangeable  basis 
through  Cedelbank,  Eurodear  and  DBC;  die  Bonds  shall  also  .be  accepted  in  SiCOVAM. 

9.  If  it  is  necessary  to  compute  interest  for  a period  of  less  than  a full  year,  interest  shall  be 
calculated  on  the  basis  of  the  actual  number  of  days  in  the  calculation  period  divided  by 
the  actual  number  of  cfays  (365  or  366)  in  the  respective  annual  interest  period. 

10.  Payments  on  die  Bonds  shall  be  made  on  days  (other  than  a Saturday  or  a Sunday)  on 

which  the  Trans-European  Real-time  Gross  Settlement  Transfer  System  (“TARGfcf")  Is 
open.  •..  . 

1 1 . The  Terms  and  Conditions  of  the  Bonds  shall  be  amended  and  supplemented  pursuant  to 
§ 5 of  die  German  Law  on  the  Redenomination  of  Debt  Securities  into  Euros.  Condition 
1 2 of  the  Terms  and  Conditions  of  the  Bonds  and  in  accordance  with  hwns  1.3, 4, 6. 7.8, 
9 and  10  above  vjith  effect  from  March  12, 1999  as  follows; 


CURRENT  VERSION 

Any  aftemotives  set  forth  below  m square  brockets  refer  fat  to  the  Terms  and  Conditions  of  the  DAtdenomimned  Bonds, 
second  m die  Terms  and  Conditions  of  die  fTdenonwwted  Bomb,  and  third  to  die  Terms  and  Cond&ans  of  die 
NL&denomhoted  Bonds. 

AMENDED  OR  SUPPLEMENTED  VERSION 

I.(a)  Principal  Amount  and  Denomination 

l.(a)  Principal  Amount  and  Denomination 

The  Issue  by  Siemens  finanderingsmaatschappf  j N.V.  (die  “Issuer")  In  the  aggregate  principal  amount  of  [DM 
750,000.000  (Deutsche  Mark  seven  hundred  and  fifty  million)]  [FF  2Ji 00.000,000  (French  Franc  wo  Miron  five 
hundred  million)]  [NLG  500.000,000  (Dutch  Guilders  five  hundred  million)]  Is  divided  into  [75,000]  [25.000] 
[50.000]  bonds  in  the  denomination  of  [DM  10,000]  [FF  100.000]  [NLG  10.000]  which  are  payable  to  bearer 
and  rank  pari  passu  among  themselves  (the  “Bonds").  The  issuer  may  and  in  certain  0 ramson  cos  shaft 
redenominate  the  Bonds  in  euros  subject  to  Condition  4. 

The  Issue  by  Siemens  Rnanoeringsiraatsdnppfl  N.V,  (the  “Issuer")  in  the  aggregate  principal  amount  of  euro 
991.481367-04  (euro  nine  hundred  ninety  one  million  four  hundred  eighty  one  thousand  five  hundred  sbny  two 
and  four  cents)  Is  tlvided  Into  99,148,156304  bonds  In  die  denomination  of  euro  HOI  whkh  are  payable  to 
bearer  and  rank  pari  passu  among  themselves  (the  "Bonds").The  transferable  principal  amount  shafl  be  euro  0.0 1 
or  a multiple  thereat 

I.(b)  Form 

l.(b)  Form 

The  Bonds  are  Wtiafly  represented  by  a temporary  global  Bond  payable  to  bearer  (die  "Temporary  Global 
Band")  without  interest  coupons.  The  Bonds  represented  by  the  Temporary  Global  Bond  wifi  be  exchangeable 
for  Bonds  represented  by  a permanent  global  Bond  payable  to  bearer  (the  "Permanent  Global  Bond")  without 
interest  coupons  on  or  after  the  exchange  date  which  is  expected  to  be  22nd  April  1997  upon  certification  as 
to  non-U 5.  beneficial  ownership  as  more  particularly  set  out  in  the  Temporary  Qobal  Bond.  Definitive  Bonds 
and  interest  coupons  wftl  not  be  issued 

The  Bonds  are  represented  by  two  permanent  global  bonds  payable  m bearer  without  interest  cotpons.  One 
of  the  two  permanent  gofael  bonds  (the  "DBC  Global  Bond")  vrifl  be  kept  In  custody  by  Deutsche  BSrse 
Clearing  AG.  Frankfort  am  Main  (DBC")  until  afl  obligations  of  the  Issuer  under  the  Bonds  have  been  satisfied. 
The  DBC  Global  Bond  represents  the  Bonds  kept  In  custody  for  financial  institutions  that  are  acooumhokters 
of  DBC  including  such  Bonds  which  are  heM  througi  any  other  clearing  system  which  maintains  an  account 
with  DBC  The  ocher  permanent  global  bond  (die  "CexMbank/Eurodcor  QobaJ  Bond")  will  be  deposited  whh 
Citibank.  NA  London,  or  any  successor,  as  common  depositary  for  CcdeUmk  ("CedeUnnk')  and  Morgan 
Guaranty  Trust  Company  of  New  Ybric,  Brussels  Office,  as  operator  of  the  Eurodeer  System  ("Eurodear”)  until 
aH  obligations  of  the  Issuer  under  the  Bonds  have  been  satisfied.  The  Cedrihank/Eurodear  Global  Bond 
represents  the  Bonds  kept  In  custody  for  financial  institutions  that  are  participants  in  Cedefiank  or  Eurodear, 
respectlwfy  Indudlng  sudi  Bonds  which  are  held  through  any  other  dealing  system  which  malncalns  an  account 
whh  Cedelbank  and/or  Eurodear.  Together,  the  Bonds  represented  by  the  DBC  Global  Bond  and  the 
Cede&nnk/Eurodear  Global  Bond,  respectively,  win  equal  the  aggregate  principal  amount  of  the  Bonds 
outstanding  at  any  time.  The  amount  of  Bonds  represented  by  each  of  the  DBC  QobaJ  Bond  and  the 
Cedefiank/Euredear  Global  Bond  is  evidenced  by  notations  on  the  reflective  Global  Bond  which  shall  be  made, 
in  the  case  of  the  Cedefoank/Eurodear  Global  Bond  by  or  on  behalf  of  Gtibonk.  NA  London  in  in  capacity  as 
common  depositary  for  Ceddbank  and  Eurodear  and  in  the  case  of  the  DBC  Global  Bond  by  or  on  behaff  of 
DBC  in  Its  capacity  as  depositary  for  the  DBC  QobaJ  Bond  Any  such  notation  shafl  only  be  made  upon  a 
respective  instruction  by  or  oh  behalf  of  the  Fiscal  Agent.  Transfers  of  Bonds  between  DBC  atcounchokJen. 
Cedelbank  participants,  Eurodear  participants,  or  participants  of  another  clearing  system  or  different  other 
ctearlng:  systems  mpkrantng  an  account  with  either  DBC  Cedelbank  or  Eurodear  shafl  be  effected  In 
iceordwce  with  the  procedures  established  for  these  purposes  by  die  relevant  dewing  sysoem{ 5). Transfers  of 
Bonds  between  DBC  accounxholders  on  the  one  hand  and  Cedelbank  or  Eurodear  participants  on  the  other 
hand  and  exchanges  of  Bonds  represented  by  the  DBC  Global  Bond  for  Bonds  represented  by  the 
Cedetenfc/Eurodear  Qobal  Bond  and  vice  versa  shall  be  noted  on  the  respective  Qobal  Bonds  as  set  forth 
above  and  shall  be  effected  by  an  increase  or  a decrease  in  the  aggregate  amount  of  Bonds  represented  by  the 
DBC  Global  Bond  and  a corresporeffng  decrease  or  increase  to  the  aggrqpxe  amours  of  Bonds  represented  by 
*e  CedeJbank/Eurodear  Qobal  Bond.  DeAnhlva  Bonds  and  hweresc  coupons  shall  not  ba  Issued. 

'"l.'Cc)  Signatures  and  Authentication  . ' " 

The  Temporary  Global  Bond  and  the  Permanent  Global  Bond  (each  a "Global  Bond")  bear  the  signatures  of 
authorised  signatories  of  the  Issuer  and  arc  authenticated  by  an  authorised  signatory  of  the  Fiscal  Agent. 

The  DBC  Qobal  Bond  and  die  Cedelbank/Eurodear  Qobal  Bond  (each  a *Qobd  Bond")  shafl  each  beu-  the 
sipatwEi  of  authorised  slpmories  of  the  Issuer  and  are  auhenticaoed  by  an  authorised  signatory  of  dm  fiscal  Agenc 

3.(c)  Interest  Accrual  Bull 

If  it  h necessary  » compute  Interest  far  a period  of  less  than  a full  year.  Interest  shall  be  cakuhted  on  the  bass 
of  a 350-day  year  consisting  of  12  months  of  30  days  each. 

If  it  is  necessary  m compute  Interest  for  a period  of  less  chan  a foil  year,  interest  shafl  be  caknfared  on  the  basis 
of  the  actual  number  of  days  in  the  calculation  period  dMded  by  the  actual  number  of  d^s  (365  or  366)  tothe 
respective  annual  interest  period. 

ft  die  due  dm  for  payment  of  principal  or  lme»en  m respect  of  any  Bond  is  not  a business  day  at  the  place  of 
payment,  the  Bondholders  shafl  not  be  entitled  to  payment  of  the  amount  due  tmtil  the  next  Mowing  business 
day  and  ihafl  not  be  entitled  to  any  further  interest  or  payment  m respect  of  any  defy.  Subject  id  Contftiore  4(b) 
and  5(c).  tor  dm  purpose. “business  day"  means  any  day  on  which  banks  are  open  for  business  in  [Frankfurt  am 
Mam]  [Paris]  [Amsterdam]  and  the  relevant  place  of  payment  or.  tf  payments  m euros  are  then  due  and  cannot 
be  made  on  such  dy.  die  next  following  day  on  wfeeft  payments  In  euros  can  be  nude  in  accordance  with  market 
practice  for  payments  of  debt  eWjpdons  tend  in  the  euromarkets  which  are  payable  m euros 

If  the  due  date  for  payment  of  principal  or  interest  in  respect  of  any  Bond  is  not  a business  day  at  the  place  of 
payment,  the  BcmtioWers  shaft  not  be  entitled  to  payment  of  the  amount  due  until  the  next  fisflowfog  business 
day  and  shall  not  be  entitled  to  any  furdier  interest  or  payment  in  respect  of  any  del ay.  For  thb  purpose, 
"business  «fay“  means  any  day  (other  than  a Soaxtiay  or  a Sunday)  on  wWch  cheTrans-Europoan  Real-time  Gross 
Settlement  Transfer  Systan  (“TARGET")  is  open. 

14.  Notices 

14.  Notices 

AB  nodes  regarding  the  Bands  ihal  be  published  In  [the  Federal  Gazeca  /Bundesume^erj  and.  so  lane  as  the 
Bends  are  teed  on  the  Frankfort  Stock  Exchange  (and  the  rules  of  such  Stock  exchange  so  require)  in  a 
newspaper  designated  by  such  stock  exchange  for  stock  exchange  notices  (which  is  <»vpn«-t«w4  co  be  the 
B6rser»iZbnay),  and  In  a leading  daily  newspaper  pubfished  in  the  English  language  and  of  general  gradation  In 
London  (which  is  expected  in  be  die  /woof  Times)]  [a  leafing  daily  newspaper  published  in  the  Etgiih  language 

and  of  general  circulation  to  London,  (which  Is  expected  to  be  die  finonriuf  limes)  and.  so  long  as  che  Bonds  are 

fond  on  the  Paris  Stock  Exchange  (and  the  rules  of  such  stock  exchange  so  require).  In  a tediw  cUly  newspaper 
In  Parts  (which  is  eiqraeced  to  be  la  Mum*)]  [a  leading  daily  newspaper  pubfishsd  in  rite  Enjfch  language  aixl  of 
general  exxulation  in  London  (which  b expected  so  be  the  facndafTswes)  and,  so  long  as  the  Bonds  are  fcmd  on 
the  Luxembourg  Stock  Exchange  (and  die  rufos  of  such  node  exchange  so  require).  In  a leading  newspaper  m 
jwnbourg  (which  Is  expected  to  be  (be  LmnfawgerWfan)].  [Such  notices  shall  become  effective  on  the  date 
of  nieh  pubtkadon  one  published  more  chan  once  or  on  dffierenc  (fates. on  the  first  data  of  any  such  publication.] 

A«  notices  regarding  the  Bonds  shall  be  pufafohed  in  a leading  dafly  newspaper  published  in  the  EngSsh  language 
and  of  general  dreubtion  in  London,  (whfchh  expected  to  be  the  financed  7Vt»)  amt  so  tong  as  the  Bonds  are 
tead  on  the  Frankfort  Stock  Exchange  (and  the  rotes  of  Such  stock  exchange  so  require)  fa,  a newspaper 
despated  by  such  stock  exthai^e  for  stock  exefange  notices  (which  Is  expected  to  be  the  BdrsohZbitiJng}  and, 
so  long  as  the  Bonds  are  lined  on  the  Parts  Stock  Exchange  (and  the  rote  of  wch  node  enhange  so  require)  in 
a tearing  newspaper  to  Paris  (which  is  expected  ro  be  la  Triune)  and,  so  long  as  the  Bonds  are  fisted  on  the 
luxemboog  Stock  Exchange  (and  die  rotes  of  such  stock  exchange  so  require)  to  a leading  newspaper  to 
Lurembew*  (which  is  expeood  ts  be  the  LtaemburgerWitt).  Such  notices  staff  become  efleetire  on  the  daw  of 
sudipufafcadonor.if  published  more  than  once  or  on  different  dates,  on  die  first  data-of  any  such  pufafcztioR. 

4m  for  deAnteBien  bestaftttn 
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STEEL  GROUP  HIT  BY  DROP  IN  PRICES 

NKK  warns 
of  further 
fall  in  profit 


By  Alexandra  Harney  in  Tokyo 

NKK.  Japan’s  number  two 
steel  company,  warned  yes- 
terday it  was  unlikely  to 
meet  Its  profits  forecast  this 
year  because  of  an  unex- 
pected drop  in  prices. 

Yoichi  ShimogaichL  NKK 

president,  did  not  specify 
how  far  earnings  had  deteri- 
orated below  expectations. 
However,  the  company  said 
an  official  revision  was 
likely  by  Match. 

The  warning  comes  less 
than  a week  after  Nippon 
Steel,  the  industry  leader, 
said  it  did  not  expect  a profit 
this  year.  It  marks  the  third 
time  NKK  has  revised  its 
profits  forecast  since  Sep- 
tember. . • 

In  November,  NKK.  part  of 
the  troubled  Fuyo  industrial 
group,  said  it  expected  con- 
solidated net  losses  of 
Y109bn  (S958m)  on  turnover 
of  YL835bn.  This  compares 
with  Y14.3bn  in  after-tax 
earnings  on  Yl,934.4bn  in 
sales  last  year. 

NKK  and  other  steel  mak- 
ers have  been  hit  by  the  col- 
lapse in  demand  from  the 
car  and  construction  sectors, 
and  the  sharp  decline  in 
exports  after  US  steelmakers 
moved  to  file  anti-dumping 
charges  last  year. 

NKK '5  financial  position 
has  deteriorated  sharply  in 
recent  months  after  it  was 
forced  to  absorb  the  liabili- 
ties of  Toa  Steel,  its  electric 
furnace  subsidiary  that 
foiled  last  September. 

Concerns  about  the  com- 
pany's inability  to  meet  its 


NEWS  DIGEST 

TELEVISION  MANUFACTURING 


Sichuan  Changhong  to  use 
rights  funds  to  diversify 

Sichuan' Changhorig7  the  colour  television  manufacturer 
based  in  western  China,  said  it  will  diversify  into  now  busi- 
ness areas,  including  telecommunications,  using  fends 
from  a rights  issue.  The  company’s  shareholders  approved 
a plan  to  invest  in  projects  to  manufacture  digital  video 
-networks,  mobile  telephones  and  CD-ROMs,  Changhong 
said. 

The  rights  issue  is  intended  to  raise  RMEW.5-6.4bn 
($544m-$774m)  on  the  domestic  stock  markets.  Chan- 
ghong is  listed  on  Shanghai's  A share  market,  foe 
exchange  reserved  for  domestic  investors.  The  Shanghai 
Securities  News,  an  official  newspaper,  said  shareholders 
also  approved  a 3-for-10  rights  issue.  The  issue  will  be 
priced  at  RMB9.9-13.9  depending  on  market  conditions 
and  will  be  made  within  the  coming  year. 

Changhong  reported  net  profits  of  RMB634.5m  In  the 
first  half  of  1998,  down  more  than  30  per  cent  on  the 
same  period  in  1997  due  to  slowing  sales  of  colour  televi- 
sion sets.  James  Harding,  Shanghai 

ELECTRICITY 


PowerGen  buys  LG  stake 

PowerGen,  foe  UK  electricity  company,  yesterday  acquired 
a 49.9  per  cent  stake  in  LG  Energy  for  $60m  and  agreed 
to  provide  $1 50m  In  loans  to  the  South  Korean  power 
company.  The  capital  infusion  will  help  LG  Energy,  a unit 
of  foe  LG  Group,  to  complete  foe  construction  of  a 
500,000  kilowatt  liquified  natural  gas  power  plant  by  2000. 
John  Burton,  Seoul 


CORRECTION 


■m 


scheduled  bond  redemptions 
- including  about  \T53bo  in 
the  fiscal  year  ending  in 
March,  according  to  Gold- 
man Sachs  ~'have  driven  the 
company’s  share  price  down 
from  YI60  a year  ago  to  Y65 
yesterday.. 

Analysts  said  NKK's  big- 
gest problem  was  that  it. 
lacked  the  resources  to  fund 
the  restructuring  needed  to 
survive  without  additional . 
financial  support 

The  company  has  been 
struggling  to  lower  costs  and 
streamline  production  at 
Keihin  Works,  its  loswnak- 
ing  blast  furnace  plant,  but 
has  avoided  closing  down 
operations  because  of  the 
heavy  costs  and  thousands 
of  job  losses  involved. 

Last  September,  Moody’s, 
the  US  credit  rating  agency, 
lowered  NKK's  long-term 
debt  rating  to  Baa3,  just 
above  junk  status,  and  put  it 
under  review  for  a further 
downgrade.  The  company’s 
main  lender  Is  Fuji  Bank, 
but  it  is  expected  to  request 
additional  funds  from  the 
Japan  Development  Bank,  a 
government  backed  institu- 
tion. 

Because  of  its  size  and 
importance  in  the  steel  sec- 
tor. NKK  could  trigger  a 
much-needed  consolidation 
among  the  big  five  inte- 
grated steel  makers,  said 
analysts  and  government 
officials.  Steel  demand  has 
plummeted  to  a 35-year  low, 
as  carmakers  ami  construc- 
tion companies  scale  back 
production  amid  the  domes- 
tic recession. 
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FT500 

First  Union  Corp  of  North  Carolina  was  omitted  from  foe 
tabfe  of  top  global  banks  and  top  US  banks  in  the  FJ50Q 
(Thursday,  January  28).  In  global  terms  it  ranked  tenth  at 
December  30, 1998,  with  a market  capitalisation  of 
$60.683bn.  Within  the  US  it  was  foe  seventh  biggest. 

The  following  Polish  companies  should  also  have  been. 
Included  in  foe  top  eastern  European  companies  list  (rank- 
ing in  brackets).  BSK  - Bank  Slaski  (31),  PBK  - PomorsW 
Bank  Kredytowy  (32).  Bank  Rozwoju  Eksport  (36),  Zywfec 
(37),  BOS  - Bank  Ochrony  Srodowiska  (65),  Sweica  Cefti-. 
losa,  (69)  Softbank  (70).  In  foe  Nordic  companies  by  mar- 
ket capitalisation  table  foe  combined  MeritaNordbanken . 
should  have  been  ranked  fifth  wtfo  a market  capitalisation 

Of  $11.424bri.  • • 
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NOTICE  OF  CHANGE  OF  AGENT 

7b  Holders  and  any  other  parties  connected  to  the  Bond  and  Note  j 
issues  shown,  below 

•from 

The  Long-Tain  Credit  Hmt  of  Japan.  Limited 
(London  Brandi) 

NOTICE  18  HEREBY  GIVEN  that  with  effect  fort* 

10th  February,  1999  the  Agency  services  of  The 
Credit  Bank  of  Japan,  Limited  (London  Branch),  whether  appoint** 
aa  Fiscal  Agent,  Custodian.  Replacement  Agent,  Paying 
and/or  Reference  Agent,  will  be  transferred  to  The  Bank® 
Thkyo- Mitsubishi  Wted  (Load on  Branch)  who  will  essame  all 
agency  duties  for  each  rf named  issues  which  follows;- 

Shia-Etau  Chemical  Co„  Ltd 
USD500.000.000  3V.  per  cent  Notes  due  2000  with  Warrants 

Ireland 

USD100.00O.00O  Floating  Rato  Notes  dne  1997/2000 

THE  mov  aoknt  .. 

The  Bank  of  Tokyo-Mitsnblahi  Limited  (London  Branch) 
Custody  Operation  Department 
12- IS  Finsbury  Chxua 
London  ECZM7BT 

Tbl: +44IQU715771591  FaXi+44  (UH71  £77  1809 
Issued  by: 

Hie  Long-Term  Credit  Bank  of  Japan,  Limited 
1 London  Bronchi 
Dated  10th  February,  1999 
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FINANCIAL  TIMES  WEDNESDAY  FEBRUARY  10  1999  * 

_ COMPANIES  & FINANCE:  UK 

CONFIDENT  s&p  will  not  downgrade  THE  group  as  provision  puts  it  into  the  red 

Third-quarter  £75m  loss  for  British  Airways 
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By  Michael  Skaplnker, 

Aerospace  Comspondent 

British  Airways  yesterday 
announced  its  first  ever 
third-quarter  pre-tax  loss  but 
said  it  had  laid  the  founda- 
tions for  a profitable  future. 

The  £75m  ($i23m)  loss 
compared  with  profits  of 
. £80m  last  time. 

Robert  Ayling,  chief  execu- 
‘tive,  who  has  been  touring 
the  City  outlining  BA's 
. recovery  strategy,  said  he 

Difficult 
conditions 
continue 
for  BOC 

By  Virginia  Marsh 

BOC  Group,  the  industrial 
gases  business,  provided  a 
bleak  picture  of  the  state  of 
traditional  manufacturing 
sectors  in  the  developed 
world  yesterday  as  it  cau- 
tioned that  difficult  trading 
conditions  had  continued  in 
the  first  quarter. 

It  said  volumes  in  its  core 
' gases  business  were  liable  to 
be  fiat  this  year  partly 
because  of  difficulties  in  the 
' steel  industry  in  several 
' countries,  In  the  electronics 
industry  and  in  the  Japanese 
economy  as  a whole.  I 

The  news,  accompanied  by  I 
.disappointing  results, 

[ prompted  a 49p  drop  in  ! 
BOCs  shares  to  8i4p,  a foil  I 
- of  almost  6 per  cent  “BOC  is 
hugely  reflective  of  how  dif- 
ficult it  is  out  there  for  man- 
ufacturing in  some  econo- 
mies.** said  Lucas  Hermann, 
at  BT  Alex  Brown,  the  com- 
pany’s broker. 

Pre-tax  profits  fell  9 per 
cent  to  £84 .9m  ($i39m)  in  the 
three  months  to  December 
31  on  sales  down  21  par  cent 
at  £767m.  Much  of  the 
decline  in  turnover  was 
because  of  disposals. 

Some  analysts  had  expec- 
ted profits  of  SlOOm  and  sev- 
eral cut  forecasts  for  this 
year.  Dresdner  Kleinwort 
Benson  reduced  its  pre-tax 
profits  forecast  from  £435m 
to  £380m  (£247m). 

BOC  said  it  had  been  hit 
by  problems  in  steel  in 
japan,  the  UK  and  the  US  - 
sales  to  the  industry  account 
for  11  per  cent  of  turnover. 

EU  approval 
for  flu  drug 

Australian  scientists  made  a 
rare  splash  yesterday  when 
a new  influenza  treatment 
developed  by  Biota  Holdings, 
a local  biotechnology  com- 
pany. was  approved  by  Euro- 
pean regulatory  authorities. 

Relenza.  developed  with 
Glaxo  Wellcome  of  the  UK, 
is  an  inhaled  spray  that 
reduces  the  symptoms  and 
duration  of  flu. 

The  drug,  which  analysts 
estimate  could  reach  sales  of 
£400m-£50Qm,  was  approved 
in  Sweden.  It  should  now 
gain  European  Union-wide 
approval  within  90  days. 


would  now  concentrate  on 
attracting  business  passen- 
gars  and  would  avoid  selling 
tickets  to  low-paying  econ- 
omy Customers  transferring 
from  other  flights. 

BA’s  shares  rose  7%p  to 
388%p. 

The  airline  said  it  was  con- 
fident it  would  persuade 
Standard  & Poor’s,  the  credit 
rating  agency,  not  to  down- 
grade Its  singie-A  long-term 
rating.  S&P  said  yesterday  it 
had  put  BA  on  credit  watch 


“with  negative  Implications” 
because  of  the  increasingly 
competitive- fores  on  Euro- 
pean, Asian  , and  transatlan- 
tic routes. 

Derek  Stevens,  BA's  chief 
financial  officer,  said  the  air- 
line would  be  outlining  its 
position  to  S&P  in  the  next 
four  weeks.  T am  confident 
that  we  will  persuade  them 
that  our  current  rating  Is 
right,”  he  said. 

Much  of  BA's  loss  - its 
first  in  any  quarter  since 


1995  - resulted  from  a£117m 
charge  on ' Japanese  yen 
debts  to  finance  aircraft 
acquisitions. 

The  provision  was  neces- 
sary because  of  the  strength- 
ening of  the  yen,  but  BA 
said  this  was  ah  accounting 
charge  with  no  effect  on 
cash  flow. 

The  yen-related  financing 
arrangements  do  not  begin 
to  mature  until  2007.  With- 
out the  charge,  BA  would 
have  shown  a profit  for  the 


quarter  of  £42m.  Turnover 
for  the  quarter  to  December 
was  up  0.7  per  cent  to  £2.lbn. 

Mr  Ayling  said  that  while 
BA  wanted  to  retain  busi- 
ness and  first  class  passen- 
gers who  transferred  to  its 
flights  from  other  airlines,  it 
wanted  economy  customers 
only  on  direct  services.  This 
was  because  fores  paid  by 
economy  passengers  trans- 
ferring from  other  flights 
were  too  low. 

Mr  Ayling  said  aircraft 


capacity  would  grow  by  no 
more  than  2 per  cent  a year 
for  the  next  three  years, 
with  BA  selling  fewer  econ- 
omy seats.  He  said  he  expec- 
ted Asian  economies  to 
revive,  reducing  the  amount 
of  excess  capacity  on  north 
Atlantic  routes. 

The  success  of  BA’s  cost- 
cutting  campaign,  which  had 
resulted  in  anmral  savings  of 
£600m.  meant  the  airline 
could  concentrate  on  service 
standards. 


Abbot  and  ProSafe 
merger  talks  collapse 


Internet  stakes 
lure  Reuters 


By  ThoroU  Barker  in  Loudon 
and  Valeria  Skold  In  Oslo 

Merger  talks  between  Abbot, 
the  UK  oil  services  -group, 
and  ProSafe,  a Norwegian 
rival,  to  create  the  world's 
largest  platform  diming  con- 
tractor collapsed  yesterday 
because  of  a disagreement 
on  price. 

The  two  groups  revealed 
plans  for  an  all-paper 
“merger  of  equals’*  on  Janu- 
ary 5.  it  would  have  created 
a company  worth  £400m- 
£500m  ($660m-$820m). 

Tire  proposed  deal  Is 
believed  to  have  foundered 
oh  concerns  about  the  secu- 
rity of  earnings  from  Pro- 
Safe's  five  accommodation 
rigs,  which  account  for 
about  75  per  cent  of  its  prof- 
its. 

Two  of  the  rigs  are  under- 
stood to  be  lying  idle  in  the 
North  Sea.  There  are  fears 


that  the  slowdown  in  drilling 
activity  because  of  the  low 
oil  price  will  make  it  diffi- 
cult to  secure  new  contracts. 

Ahsdair  Locke,  chairman 
of  Abbot,  said  the  talks  had 
been  revealed  prematurely 
because  of  leaks.  After  due 
diligence  the  companies  bad 
an  “honest  disagreement  on 
price". 

One  analyst  said:  “Abbot 
thought  there  was  a risk 
that  expectations  for  next 
year  would  not  be  met  if 
they  went  ahead  on  the  orig- 
inal terms." 

Shares  in  Abbot,  which 
had  fallen  19  per  cent  from 
their  level  before  the  talks 
were  announced,  rose  3lp  to 
176p,  valuing  the  company  at 
£252m. 

ProSafe  shares,  which  rose 
58  per  cent  in  one  day  when 
the  talks  were  revealed, 
fell  NKr22JS  to  NEWS,  giving 
it  a market  capitalisation 


of  NKrL3bn  ($i70m). 

Norwegian  analysts,  who 
had  considered  Abbot  too 
generous  in  offering  a 
merger  ‘of  equals,  were  not 
surprised  by  the  breakdown. 

Mike  Salter,  Abbot  chief 
operating  officer,  said  the 
two  groups  were  stfll  pursu- 
ing a joint  venture  to  give 
•.Abbot  access  to  the  Norwe- 
gian market  for  its  drilling 
mud,  used  as  a lubricant  in 
ofl  wells. 

He  said  the  merger  would 
have  given  Abbot  a platform 
for  diversification  of  its  dril- 
ling activities  into  areas 
such  as  the  Caspian  and 
West  Africa. 

Both  groups  said  their 
results  for  the  year  to 
December  31,  1998,  would  be 
in  line  .with  expectations. 
Analysts  are  expecting 
Abbot  to  make  pre-tax  prof- 
its of  about  £18m  -compared 
with  NKr334m  for  ProSafe. 


By  John  Capper 

Reuters,  the  financial 
information  company,  has 
started  making  investments 
in  internet  start-ups  in 
Europe  similar  to  stakes 
already  taken  in  Yahoo!  and 
Infoseek,  the  US  Internet 
portals. 

Peter  Job,  chief  executive, 
said  that  rising  internet 
share  prices  were  making  it 
harder  to  replicate  its  earlier 
Silicon  Valley  investments. 
These  were  undertaken  as 
part  of  deals  in  which  inter- 
net rites  displayed  Reuters’ 
news  services. 

Reuters  said  yesterday  it 
had  sold  most  of  its  initial 
25  per  cent  stake  in  Yahoo! 
which  would  be  worth  about 
*770m  today.  It  is  thought  to 
have  left  about  100,000 
shares  - worth  about  516m. 

“We  have  tended  to  move 
our  sights  towards  Europe 


and  have  made  a couple  of 
Investments  this  year,"  said 
Mr  Job.  He  said  the  main 
point  of  such  investments 
was  to  enable  Reuters  to 
develop  a profitable  internet 
strategy.  “We  do  not  aim  to 
create  shareholder  value  by 
having  long-term  invest- 
meats.  We  are  there  to 
understand  the  operations. 
There  is  a Klondike  rush  for 
the  internet,  and  not  every- 
one wfD  strike  gold”. 

Reuters  made  profits  of 
£26m  in  1998  by  selling 
stakes  in  high  technology 
companies  held  in  its  “green- 
house fund”. 

Yesterday  it  disclosed  a 7 
per  cent  foil  in  pre-tax  prof- 
its to  £580m  for  1998  as  a 
result  of  a drop  in  interest 
received  from  £80m  to  £2m 
following  a £1.5bn  repay- 
ment of  surplus  capital 
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Amvescap  beats  volatility 


The  sacking  of  both  chief 

executive  and  finance  three-  Vaux 

tor  from  Vaux.  the  UK  pubs  Share  price  retafiw  to  the 

and  hotel  group,  should  leave  H'SEAa-Sheremdw 

a nasty  taste  in  shareholders'  120 

mouths.  After  all,  Martin  i 

Grant  and  Neil  Gossage  had  ft 

voted  against  the  manage-  . 100  f~U  J|ir 

ment  buy-out  of  Vaux’s  pubs 

and  brewiug  assets,  which  y,  1 \ 

was  to  he  led  by  none  other 

than  the  brother  of  Sir  Paul  Tjl  I 

Nicholson,  the  company’s  60  ____ "Uy 

chairman.  The  two  execu-  T R 

fives’  alternative  plan  - 

understood  to  involve  dosing  <9 1—  1 ; b 

the  two  breweries,  selling  w 95  96  97  as  M 
some  land  and  negotiating  avKMmrtcy 
beer  supply  agreements  for 

the  retained  pubs  - had  received  short  shrift  from  the  board. 
Without  seeing  the  details  of  both  proposals,  it  is  hard  to  tell 
for  certain  whether  shareholders  stand  to  be  short-changed 
by  the  board's  decision.  But  conflicts  of  interest  must  be 
seen  to  have  been  well  managed.  It  is  vital  that  Vaux  now 
publishes  the  details  of  both  and  makes  clear  that 

it  is  genuinely  willing  to  entertain  any  proposals  from  third 
parties.  If  the  board  refuses,  investors  should  call  an  emer- 
gency meeting  to  Change  the  directors. 

British  Airways 

British  Airways  may  have  announced  third-quarter  losses, 
but  its  cost  cutting  strategy  is  bearing  fruit.  Stripping  out 
fuel  savings.  BA’s  unit  costs  fell  by  5Vi  per  cent  in  the 
quarter.  They  are  now  falling  at  almost  twice  the  rate 
achieved  by  BA’s  European  competitors,  which  are  scram- 
bling to  catch  up.  But  BA  cannot  continue  cost-cutting  for 
ever.  The  group  has  achieved  three-quarters  of  the  £lbn  of 
savings  identified  when  its  efficiency  programme  began  in 
1996.  Questions  have  been  raised  about  service  quality,  the 
implication  being  that  the  group  has  cut  too  deep  in  some 
areas.  Although  BA  has  stoutly  denied  standards  have 
fallen,  it  cannot  afford  to  let  such  ideas  take  hold. 

BA  may  benefit  this  year  as  the  scrutiny  shifts  to  its 
European  rivals.  The  London  business  market  went  into  its 
downturn  ahead  of  continental  markets,  so.  as  continental 
Europe  follows  London  down  this  year,  BA’s  comparative 
merits  should  stand  out  more.  Nonetheless,  BA  is  wise  to 
warn  shareholders  not  to  be  too  optimistic  about  an  early 
recovery.  Another  economic  shock  could  hit  lucrative  busi- 
ness traffic.  This  would  put  the  brakes  on  any  rebound  in 
the  shares. 


Dividends 


By  Jane  Martinson 

Amvescap,  the  largest 
London-listed  fond  manager, 
brushed  off  market  volatility 
to  increase  pre-tax  profits  by 
30  per  cent  from  £T77m  to 
£23lm  (3379m)  last  year. 

The  increase,  in  line  with 
expectations,  came  as  the 
group's  funds  under  manage- 
ment rose  $83bn  to  $275bn 
over  the  year  in  spite  of  a 
downturn  in  the  third- quar- 
ter following  turmoil  m the 
world’s  stock  markets.  The 
E700m  acquisition  of  GT 
Global  in  May  contributed 


346.8bn  of  that  increase, 
$2&2bn  came  from  market 
appreciation  while  new  busi- 
ness accounted  for  $45bn. 

Bob  McCullough,  chief 
financial  officer,  said  the 
extreme  volatility  of  1996 
had  encouraged  the  com- 
pany in  its  increasingly 
global  strategy. 

. The  blot  on  the  landscape 
continues  to  be  the  US  insti- 
tutional business  bought 
With  GT  Global.  This  opera- 
tion, formerly  called  Chan- 
cellor and  based  in  New 
York,  lost  a net  S3.1bn  of 
business  last  year.  Mr 


McCullough  said  the  opera- 
tion had  stabilised  hut  con- 
tinued to  lose  business  to 
index-tracking  fond  manag- 
ers. 

Who  knows? 

Revenues  for  the  year  to 
December  31  of  £802m 
(£530m)  were  struck  after  an 
exceptional  charge  of  £48.6m 
resulting  from  the  acquisi- 
tion. Underlying  pre-tax 
profits  of  ggnm  were  also 
hit  by  amortisation  of  good- 
will of  about  £2T.2m. 

Pre-tax  profits  forecasts 
for  this  year  nags  from 
£260m  to  £296m. 
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BAe  ponders  Royal  Ordnance  fate 


By  Alexander  Nfcotl 

British  Aerospace  plans  to 
decide  the  fete  of  Royal  Ord- 
nance, its  struggling  muni- 
tions subsidiary,  within  six 
months' and  may  dose  more 
of  its  12  UK  plants,  Robin' 
Southwell,  a senior  BAe 
executive,  said  yesterday. 

Mr  Southwell,  a group 
managing  director,  has  been 
given  responsibility  for 
increasing  the  profits  of  a 
newly  reshaped  defence 
systems  group  that  indudes 
most  BAe  activities  not 
directly  related  to  aircraft 


Royal  Ordnance,  which 
employs  44  00  people  and  is 
thought  to  be  suffering  sub- 
stantial losses,  is  the  most 
urgent  problem  feeing  tin. 

The'  ammunition  maker 
recently  announced  plans  to 
close  its  Bishopton  plant  hi 
Scotland  after  the  Ministry 
of  Defence  placed  an  order 
for  propellant  with  a South 
African  competitor  - a deci- 
sion which  Is  being  exam- 
ined by  the  House  of  Com- 
mons defence  committee. 

Royal  Ordnance  has  been 
unable  to  cut  costs  suffi- 
ciently to  be  competitive 


with  foreign  producers  of 
hulk  ammunition,  although 
it  has  had  success  in  some 
specialist  areas  such  as  high 
explosives  and  hardened 
warheads. 

BAe  has  been  discussing  a 
joint  venture  with  Rheinroe- 
tall  of  Germany  which  would 
preserve  the  future  of  some 
munitions  activities.  But  Mr 
Southwell  said  he  was  stfll 
awaiting  a proposal  from  the 
German  company  after 
months  of  talks.  “It  Is  diffi- 
cult to  progress  when  there 
is  no  proposal,"  he  said.  “We 
would  be  happy  to  move  for- 


ward with  Rheinmetall,  but 
we’re  running  out  of  time." 

Mr  Southwell  said  the 
MoD  may  wish  some  Royal 
Ordnance  activities  to  keep 
going  for  strategic  reasons. 
Some  would  be  retained  by 
BAe  because  they  had  good 
prospects.  Others  could  be 
absorbed  into  a joint  ven- 
ture. IF  there  were  busi- 
nesses which  did  not  fall 
into  any  of  these  categories, 
“then  we  will  have  to  look  at 
closing  down  facilities". 

Royal  Ordnance  accounts 
for  nearly  £400m  of  the 
group's  £2bn  turnover. 


SB  is  content  playing  solitaire  for  the  time  being 


Drugs  group  heralds  strength  and  focus 
but  it  must  deliver,  writes  David  Pitting 


The  setting  was  the  ball- 
room at  the  Grosvenor 
House  hotel  in  Lcmdoo- 
But  there  was  no  hint  of 
irony  from  Jan  Leschly, 
SmithKline  Beecbam's  chief 
executive,  as  he  reiterated 
that  the  drugs  company  was 
not  looking  for  a partner. 

Hie  aim  of  the  string  of 
announcements  yesterday 
was  to  draw  a line  under 
1998,  when  the  group  held 
aborted  merger  talks  with 
both  American  Home  Prod- 
ucts and  Glaxo  Wellcome  of 
the  UK.  “Discussions  with 
Glaxo  and  AHP  are  behind 
us. ..We  are  not  talking  to 


anyone  about  mergers  and 
we  don't  plan  to  talk  to  any- 
one." he  said.  “The  message 
is  we  are  a stronger  com- 
pany, more  focused  than 
ever  on  consumer  health  and 
pharmaceuticals."  - 
Altogether  the  company 
announced  five  initiatives, 
including  a target  of  at  least 
15  per  cent  annual  earnings 
growth  from  2000,  and  a 
restructuring  of  global  man- 
ufacturing designed  to  save 
£2D0m  a year.  The  fect  that 
the  Anglo-American  drugs 
company  had  just 
announced  nearly  32bn  of 
disposals  and  brought  for- 
ward by  a week  its  full-year 
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results  was  nearly  lost  in  the 
excitement 

If  independence  is  the  goal 

- in  a sector  that  has  regis- 
tered three  high-profile 
mergers  in  as  many  months 

- SB  must  convince  inves- 
tors it  can  deliver  succulent 
returns. 

First,  It  is  getting  crut  of  its 
high- volume,  but  low-mar- 
gin, healthcare  services  divi- 
sion, namely  its  laboratory 
testing  and  pharmacy  bene- 
fit management  businesses. 

Clinical  Laboratories  has 
been  sold  to  Quest  Diagnos- 
tics Of  the  US  for  ftjOSbn, 
but  SB  will  keep  a 295  per 
cent  stake  worth  5245m. 
Di versified  Pharmaceutical 
Services,  bought  for  $2£bn 
in  1994,  is  being  sold  to 
Express  Scripts,  a rival  phar- 
macy benefit  business,  for 
5700m.  SB  will  take  a £44£m 
post-tax  charge  on  the  sale 
in  1998,  but  wffl  receive  tax 

benefits  erf  5300m. 

That  represents  an  about 
turn  in  strategy,  hut  ana- 
lysts are  likely  to  be  forgiv- 
ing. Mr  Leschly  was  not 
alone  in  misreading  the  US 
healthcare  environment  and 
SB  will,  bo  any  case,  retain - 
to  information  from 
both  DPS  anddinfcal  Labo- 
ratories. 

Second,  SB  is  jjaring  its 
manufacturing  and  supply 
i»frnin  costs  in  order  to  con- 
centrate resources  m devd- 
opbig  new  products  and  mar- 
keting them. 

pharmaceutical  companies 
have  traditionally  located 
plants  in  all  the  important 
markets  - and  many  of  the 
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unimportant  ones.  SB  will 
now  eradicate  overlapping 
capacity,  concentrating  pro- 
duction in  global  centres  of 

excellence. 

That  process  will  cost 
£750m  (tLZSbn)  over  four 
years,  yielding  expected 
annual  savings  of  £200m  by 
2002,  It  will  entail  catting 
3,000  jobs  from  the  staff  of 
58,000,  and  at  least  some  of 
the  losses  are  likely  to  come 
in  the  company’s  UK  base. 

Paring  down  should  allow 
SB  to  devote  resources 
where  it  matters  most; 
research  and  marketing.  The 
company  pushed  R&D  spend- 
ing to  la  per  cent  of  sales  in 
the  fourth  quarter,  squeez- 
ing margins  but  enabling  it 
to  progress  rapidly  with 
Avandia.  a potentially  block- 
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buster  diabetes  drug.  Mr 
Leschly  said  be  thought  SB’s 
fl.6bn  R&D  budget  was 
above  the  critical  threshold, 
although  well  below  the 
$2bn-plus  spent  by  some  of 
its  bigger  rivals. 

Higher  spending  on  R&D 
kept  full-year  1998  earnings 
growth  to  10  per  cent, 
squeaking  past  Mr  LeschlYs 
stated  goal  Now  he  is  prom- 
ising more:  13  per  cent  in 
1999.  and  15  per  cent-plus 
thereafter,  matching  most  of 
the  US  high-flyers. 

“Making  statements  about 
growth  in  the  mid-to-high 
teens  is,  I can  tell  you.  some- 
thing I do  not  do  lightly,” 
said  Mr  Leschly. 

Nor,  he  might  have  added, 
is  it  something  the  markets 
are  likely  to  forget  i 


CONTRACTS  & TENDERS 

REPUBLIC  OF  SERBIA 

Agency  for  Investment  In  the  Activities  of  Interest  for  the  Republic 
Belgrade,  Nemanjina  22-26 
phone/fax:  +301  11  3614653,  643136 
announces 

THE  INTERNATIONAL  TENDER 
for  granting 
A CONCESSION 

FOR  THE  CONSTRUCTION,  OPERATION  AND  MAINTENANCE 
OF  THE  E-75  HIGHWAY  SECTION 

FROM  Nle  TO  THE  BORDER  WITH  THE  REPUBUC  OF  MACEDONIA 

The  Government  of  the  Republic  of  Serbia  hag  made  the  Decision  on  granting  concession  for  the  construction, 
operation  and  maintenance  oi  the  E-75  Highway  Section  from  ^ to  Ihe  border  with  the  Republic  ot  Macedonia 
(The  OfflctaJ  Gazette  of  the  RepubSc  of  Sertoia"  no. 3/99). 

The  Agency  for  Investment  In  the  Activities  of  Interest  tor  the  Republic  (nvttas  ag  interested  Bidders  to  take  part 
In  (ha  International  Tender. 

The  Subject  Matter  of  the  International  Tender  is  the  granting  of  a concession  tar  the  financing,  design, 
construction,  operation  and  maintenance  at  the  E-75  Highway  Sertion,  from  Ml  (in  front  of  the  ‘Protajp^o’  Loop) 
at  Ch.821  + 300  to  the  bonier  with  the  RapubOc  of  Macedonia  at  Ch.962+945.30.  of  a total  length  of  141.64  km, 
including; 

1.  the  design,  construction,  operation  and  maintenance  of  the  Section  from  Leekovac  (Grabovnica)  at 
Ctu888+045  to  Bujanovac  (Lsvo&oje)  at  Ch.  940+584.71,  of  a total  length  of  7254  km; 

2.  the  construction,  operation  and  maintenance  of  the  Section  Leskovac  (PeEenjevce)  at  Ch.844+805  to 
Leskovac  (Grabovnica)  at  Ch.  888+045, 2354  km  long  and  construction,  operation  and  maintenance  of  the 
Section  Bujanovac  (Levosoje)  at  Ch.  940+584.71.  of  a total  length  of  2236  km; 

3.  the  operation,  and  maintenance  of  Ihe  existing  Highway  section  from  Ml  fm  front  of  the  Trokipqa'  loop)  at 
Ch.821 +300  to  Leskovac  (Pefienjevce)  at  Ch.  844+805,  of  a total  length  of  2351  km. 

EBgtoilUy  for  participation  In  the  IntamationaJ  Tender.  The  enterprises  and/or  other  legal  entities  sha8  be  eAgfoto  ^ 
to  take  part  in  the  PitirSc  Tender  It  they  prove  by  their  supporting  documents  that  they  meet  foe  below  Kstad 
requirements: 

1.  that  the  entry  has  been  made  Wo  foe  competent  Court  Register  aixVor  any  other  competent  organ,  as  per 
the  legislation  of  the  enterprise's  country  of  origin: 

2.  that  no  proceedings  have  been  instituted  against  the  bidder  for  the  raftabffitation  or  liquidation  order  of  the 
enterprise  or  any  other  proceedings  due  to  which  the  exercise  of  the  rights  end  obligations  under  the 
concession  relationship  could  become  uncertain  (status  changes): 

3.  that  they  have  a quaffed  financial  stenting  and  solvency  awarded  by  the  competent  specializing  agency; 

4.  that  they  have  the  adequate  bank’s  statement  on  foeir  readtoees  to  approve  a loan  to  the  bidder  (or  the  | 
concession  project; 

5.  the  proof  that  the  bidder  has  implemented,  either  bufividualty  or  in  co-operation  with  other  enterprises,  one  | 
or  several  projects  stmBar  to  the  project  which  is  the  subject  matter  of  the  concession; 

6.  the  proof  that  they  are  technieatiy  and  technologically  capable  inducting  sktoed  personnel  to  manege  and 
Implement  the  project 

The  Tender  documentation  shall  be  avafiable  for  the  Bidders  to  take  tt  over  at  the  premises  of  the  Agency 
for  Investment  in  the  Activities  of  Interest  for  the  Republic  to  Belgrade,  Nemanjina  22-26.  horn  February  22nd 
1999.  on  every  business  day,  from  950  hours  to  15.00  hours  local  time,  upon  submitting  the  payment  receipt 
amounting  toBO.DOO  dinar,  on  the  blowing  account  Reputes®  dlrokctja  zb  puwirfl  40803^37-8-9581 . 

A Tender  Bid  shall  have  to  be  submitted  in  foe  sealed  cover  with  the  indicated  Tender  designation:  ‘A  Bid  for 
Participation  fat  ihe  International  Tender  for  Granting  a Concession  for  the  Construction,  Operation,  and 
Maintenance  of  the  E-75  Highway  Section,  from  Ni  as  the  border  with  foe  Republic  of  Macedonia- do  not  open", 
to  foe  totawtng  address:  Agency  for  Investment  to  the  Activities  of  Interest  lor  the  Republic.  Belgrade,  Nemanfna 
22-26,  7fo  door,  quoting  the  bidder's  full  trite  and  address  or  under  the  code. 

Bidders  Shan  be  bound  to  submit  a Tender  Guarantee  to  the  amount  ci  1,000,000  US  deltas  (1  mWon  US 
defers)  for  foreign  persons  or  the  dinar  eoimtwvaiue  on  foe  day  of  the  guarantee  issuance,  for  local  persons. 

The  Closing  date  lor  the  Bids  submission  Is  April  22nd  1999,  until  12.00  hours,  local  tens.  The  Bids  for  Public 
Tender  sitom&ted  after  foe  aforesaid  deadtine,  which  are  not  sealed  or  incompiate  shall  not  be  taken  into 
consideration. 

Opening  of  foe  bids  shall  be  conducted  by  the  Commtssian  tor  international  tender,  on  April  26th  1999.  at  10.00 
hours  local  One,  at  the  premises  of  the  Agency  tor  Invosimant  in  the  Activities  of  Interost  lor  the  Repubfic,  in 
Belgrade,  Nemanjma  22-26.  The  bids  shall  be  opened  in  the  presence  of  the  btddera’  authorized  representatives 
if  they  wish  sa 

I The  Government  Of  the  Republic  of  Serbia  shall,  pursuant  to  the  criteria  for  concession  granting,  elect  the  best 
I bidder.  The  Government  of  the  Republic  of  Serbia  shall  not  undertake  to  accept  the  lowest  bid  or  a part  thereof 
or  any  other  bid.  The  conflrmaton  o#  any  tender  otter  receipt  by  tin  Government  of  the  Republic  of  Serbia  under 
any  condition  shafl  net  be  deemed  as  (he  acceptance  Of  the  Offer. 

The  Government  of  foe  Republic  of  Serbia  shall  pubCsh  hs  decision  on  the  election  of  the  beat  bidder  in  The 
Official  Gazette  of  the  ReputJlc  ot  Sortxa-,  The  Agency  tor  Invastmont  In  the  Activities  IntBfBSt  tor  foe  Republic 
shell  notify  all  the  bidders  on  the  results  thereof  and  the  name  of  the  best  bidder,  whhfri  five  days  from  the  date 
of  foe  decision  passed. 

A bidder  shafi  have  the  right  to  submit  objections  to  file  Government  of  the  R^subfic  of  Seibia,  Through  Agency 
tor  Investment  in  foe  Activities  of  Interest  for  the  Repubfic,  on  btwfo&iesc  of  the  procedure  conducted,  wtthln  15 
days  from  foe  date  of  the  receipt  ot  the  notification  on  the  International  Tender  resutis.  The  decision  foBowfog 
related  objections  shal  be  token  wtthln  15  days  trem  foe  date  of  foe  receipt  of  foe  above  objection. 

AH  available  technical  documentation  shafi  be  provided  tor  the  bidders  tor  their  own  eonsMteration,  in  foe  offices 
of  the  Agency  tar  Investment  in  foe  Activities  of  Interest  tor  foe  Repubftc,  Belgrade,  Nemanjtoa  22-26, 7th  floor, 
on  every  business  day,  Irom  9.00  houre  to  15.00  hours  local  time. 
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TECHNOLOGY 


IT  BUSINESS  AND  THE  INTERNET 


Vital  link  in  the 
chain  of  supply 


*% 

europe.com 

With  thousands  of  products  in  its  catalogue,  a 
glitch-free  ordering  system  is  essential  for 
RS  Components,  writes  Christopher  Price 

RS's  early  taste  of  haw  technol- 
ogy could  change  its  business 
prepared  the  way.  In  1994,  it 

SOUght  a moans  of  handling  its 
increasing  product  list  and 
decided  to  use  CD-Roms. 

However,  CDRom  readers  were 
not  standard  issue  with  personal 
computers  then,  and  few  custom- 
ers had  the  appropriate  equip- 
ment to  read  them.  So  RS  struck 
a deal  with  Panasonic  to  supply 
CD-Rom  readers  to  its  customers. 

While  the  decision  resulted  In  a 
moderate  success  - 90,000  of  Its 
200,000  customers  used  the  new 
format  - it  also  taught  RS  about 
the  organisation  of  data  for  com- 
puter users,  and  how  customers 
responded  to  new  technology. 
“The  CD  experience  was  invalu- 
able In  the  development  of  our 
internet  strategy,**  says  Dave 


What  makes  a medium-sized  UK 
distributor  of  electronic  compo- 
nents spend  £2.5m  on  developing 
an  internet  site  which  this  year 
win  account  for  only  a traction  of 
1 per  cent  of  sales? 

Such  apparent  profligacy  is 
made  easier  if,  like  RS  Compo- 
nents, you  are  in  a high  margin 
business  that  last  year  delivered 
pre-tax  profits  of  £lism  on  sales 
of  £68Zm- 

Yet  among  its  peers,  the 
group's  investment  looks  at  best 
premature  at  a time  when 
bus  in  ess- to- bus  in  ess  electronic 
commerce  In  its  main  markets, 
the  UK  and  the  rest  of  Europe,  is 
in  its  infancy. 

However  for  Bob  Lawson,  chief 
executive  of  RS’s  parent  Electro- 
components,  the  decision  to  place 
the  internet  at  the  heart  of  com- 
pany strategy  was  an  obvious 
move  for  a company  that  has 
prided  itself  on  using  technology 
to  underpin  its  customer  service. 
“Three  years  ago,  we  were  the 
first  to  put  our  catalogue  on 
CD-Rom,  so  it  was  a natural  pro- 
gression when  we  found  an  even 
better  system  of  Information 
delivery  and  ordering  that  we 
pursue  that." 

In  doing  so,  the  company  is  fol- 
lowing the  lead  taken  by  some  of 
the  big  US  distribution  compa- 
nies, such  as  Federal  Express  and 
UPS,  in  basing  its  corporate  strat- 
egy around  the  internet. 

An  efficient  ordering  process 
lies  at  the  heart  of  RS’s  business. 
It  stocks  some  130,000  different 
components  and  its  customers  - 
who  are  typically  engineers  and 
small  tradesmen  - generally 
want  quick  delivery  of  small 
amounts  of  stock.  Average  orders 
are  about  £80  each. 

“Our  customers  are  after  a 
solution  to  their  immediate 
supply  problems,”  says  Mr 
Lawson.  “They  want  availability, 
reliability,  quality  and  technical 
support.  Price  comes  about  fifth 
on  their  list  of  priorities.” 


The  site’s 
success  is  limited 
by  customers 
not  being  able 
to  use  rf 


Senes,  head  of  IT  development 

Mr  Sonas  was  a keen  observer 
of  the  early  development  of  the 
internet,  and  found  an  interested 
audience  among  senior  RS  man- 
agement In  particular,  the  new 
network  appeared  to  offer  poten- 
tial solutions  to  some  of  RS's 
basic  delivery  problems,  espe- 
cially its  growing  catalogue. 

Mr  Sones  and  Mr  Lawson  both 
watched  the  development  and 
demise  of  a number  of  early 
internet  retailing  pioneers.  “They 
failed  because  they  could  not 
deliver  what  they  promised,” 
says  Mr  Lawson.  “We  were  deter- 
mined not  to  main*  that  mistake.” 

Mr  Sones  and  some  other 
developers  were  despatched  to 
develop  a web  site  and  internet 
strategy  within  18  months. 

The  result  (http:llrsunmD.am) 
won  a commendation  in  last 
year's  FT  Web  Site  awards.  It  has 
become  an  important  part 


of  RS's  business  strategy. 

Mr  Lawson  sees  several  advan- 
tages. First,  a new  ordering  and 
distribution  channel.  That  has 
reduced  costs  for  the  company  in 
completing  orders,  and  for  cus- 
tomers placing  them. 

For  example.  Cambridge  Con- 
sultants, the  design  and  develop- 
ment group,  estimates  the  cost  of 
completing  an  order  to  RS  from 
placement  to  payment  of  the 
invoice  is  £60.  That  Calls  to  £10 
using  the  internet,  and  has  pro- 
duced savings  in  a year  Of 
£100,000  for  the  company. 

Second,  is  the  data  gleaned. 
"The  quality  of  information  that 
Is  acquired  on  customers  Is  price- 
less," says  Mr  Lawson.  “We  know 
the  products  they  buy,  and  those 
they  do  not.  Now  we  have  to 
start  to  learn  how  to  create  value 
for  ourselves  from  this.” 

Then  there  is  the  appeal  of  the 
site  to  new  customers.  One  third 
of  the  50,000  registered  site  users 
are  new.  The  average  time  spent 
on  a visit  is  20  minutes. 

There  are  at  present  10  cus- 
tomer categories,  the  site  chan- 
nelling users  into  areas  of  the 
catalogue  likely  to  be  of  moat 
interest.  “Ultimately  there  will  be 
a category  for  every  individual 
customer,”  says  Mr  Sones. 

There  are  also  the  customers 
who  are  attracted  simply  as  a 
result  of  searching  the  web  for  a 
service  such  as  RS's.  “That  is 
where  people  are  wrong  to  judge 
the  success  of  the  site  on  the 
number  of  orders  it  produces," 
says  Mr  Lawson. 

He  points  out  that  many  large 
companies  in  the  UK  refuse  to 
trade  electronically.  “The  site’s 
success  is  being  limited  by  cus- 
tomers not  being  able  to  use  it” 
RS  has  about  200,000  regular  cus- 
tomers. 

However,  he  is  confident  this 
will  change,  and  with  it  their 
relationship  with  the  likes  of  RS. 
“Customer  loyalty  will  go 
out  of  the  window  and  will 
be  replaced  by  customer  reten- 
tion," he  says.  “It  is  about 
how  can  we  best  deliver,  service 
and  fulfil  our  customers.” 

This  is  the  second  in  a series  on 
European  companies  putting  the 
internet  at  the  forefront  of  their 
activities. 

christapher.price@PT.com 
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E (for  essential)  mail  is  here 


A report  confirms  that  companies  must  wake  up  to  the  ‘mission  critical' 
status  of  the  technology  - and  soon  — or  they  will  surely  regret  it 


A report  by  1MRG  (the 
interactive  media  in  retail 
group),  an  industry  research  and 
pressure  group,  confirmed  my 
wont  suspicions:  many 
companies  still  do  not  realise 
how  “mission  critical”  internet 
e-mail  has  become. 

As  the  author  notes,  this  may 
be  because,  when  it  comes  to  IT, 
“the  average  European  company 
director  or  government  minister 
could  get  out  of  his  depth  on  a 
damp  pavement". 

The  IMRG  researcher  recently 
met  one  of  the  UK  travel 
industry's  most  senior  figures 
who  told  them  “electronic 
commerce  will  not  have  any 
noticeable  impact  on  the  travel 
trade  for  the  foreseeable  future”. 

That  struck  the  researcher  as 
odd.  particularly  since  the  online 
travel  market  Is  on  track  to  make 
$3bn  of  sales  worldwide  this  year, 
rising  to  $29bn  in  2003. 

But  the  unnamed  travel 
industry  executive  discounted 
these  figures  as  mere  projections. 
The  IMRG  researcher  pointed  out 
that  more  than  2m  people  have 
bought  air  tickets  on  the 
internet,  according  to  the 

airh'nps 

The  executive  remained 
unimpressed  so  the  researcher 
asked  him  if  be  had  ever  used  the 
internet  “I've  seen  it,"  be 
replied.  “It  was  very  slow."  “How 
about  e-mail?  “Of  course  not” 
came  the  reply,  “I  haven't  time  to 
faff  about  with  computers  ” 

I hope  this  executive  was  an 
exception,  but  I fear  not  As  the 
author  notes  “the  fact  is  that  in' 
Europe,  government  trade  bodies 
and  most  industry  leaders, 
despite  the  rhetoric,  have 
abandoned  businesses  trying  to 
engage  in  e-oommerce. 

“The  entrepreneurs  are  on 
their  own  arid  will  just  have  to 
muddle  through  the  free-for-all 
that  is  e-commerce  today  as  best 
they  can,  hoping  that  US  and 
other  foreign  competitors  don’t 
grab  too  much  of  their  market 
before  the  financial  pain  goads  a 
sensible  response  from  Europe.” 


Opponents  of  Britain’s  proposed 
new  rules  on  encryption  and  key 
escrow  have  taken  heart  from  the 
French  government's  recent  and 
surprising  decision  to  liberalise 
the  use  of  encryption  technology 
on  the  internet. 

Until  the  reversal  last  month, 
France  had  some  of  the  most 
draconian  rules  covering  the  use 
of  encryption,  prompting  people 
such  as  Craig  Barrett,  Intel's 

chief  executive,  to  warn  the 
French  government  that  it  risked 
missing  out  on  the  e-commerce 
revolution. 

French  pressure  groups 
complained  that  restricting  the 
use  of  cryptology  was 

lindOTmining-  rmxamw 

confidence. 

The  change  of  heart  in  Paris 
has  thrown  the  spotlight  hack  on 
to  the  UK.  When  Labour  took 
over  the  IT  industry  believed  - 
wrongly  - that  Tony  Blair’s 
government  would  abandon 
plans  to  introduce  key  escrow  (a 
system  favoured  mostly  by  the 
police  axid  security  services), 
which  involves  entrusting  an 
encryptionkeytoathlrdparty.lt 
was  something  of  a shock  last 
year  when  the  UK  government 
announced  plans  for  an 
^commerce  bill  including  the 
appointment  of  an  e-commerce 
czar  and  licensing  provisions  for 
key  escrow. 

While  the  proposals  setting  out 
a framework  for  e-oommerce 
have  been  broadly  welcomed,  the 
encryption  proposals  have  been 
almost  universally  condemned 
as  unworkable,  costly  and 
unnecessary. 

Opposition  has  focused  on 
submissions  to  the  trade  and 
industry  select  committee 
rtnrigMgring  the  Bin,  instead, 
organisations  such  as  the 
Federation  of  the  Electronic 
Industry  have  proposed  the 
adoption  of  trust  services  based 
upon  the  industry-backed 
Emeritus  (E-business  Model  for 
the  Effective  Regulation  of  an 
Infrastructure  far  TrUst  Services) 
project 

Emeritus  atma  fo  “plan  and 
initiate  an  iuctastry-led. 


voluntary,  self-regulatory 
environment  for  a single, 
seamless,  global  trust  services 
infrastructure”.  Proponents 
envisage  a model  based  on  a 
Global  Trust  Services  Federation 
(GTSF)  made  up  of  a Trust 
Services  Association  (TSA)  in 
each  nation. 

Such  an  approach,  if  adopted 
internationally,  would  satisfy 
most  objections.  Hopefully 
Britain's  government  will  seize 
this  opportunity  to  reconsider  its 
own  proposals. 

In  Brussels,  the  latest  attempt 
by  the  European  Commission  to 
construct  its  own  framework  for 
e-commerce  was  adoption  of 
a draft  directive  in 
November. 

The  proposed  directive  is 
designed  to  regulate  electronic 
commerce  and  to  establish  a 
coherent  legal  framework  for  the 
treatment  of  online  services 
within  the  EU.  It  seeks  to  deal 
with  the  thorny  issue  of  the 
liability  of  intermediaries, 
inrinrirng  internet  service 
providers  for  the  transmission 
and  storage  of  third-party 
information,  and  to  strengthen 
codes  of  conduct  and  effective 
cross-border  disputes 
mechanisms. 


It  was  only  a matter  of  time.  The 
long-awaited  convergence  of 
traditional  telecoms  equipment 
makers  and  their  upstart 
competitors  in  the  data 
networking  world  has  created  a 


INFORMATION  TECHNOLOGY 

• The  FPs  review  of  Information 
Technology  appears  on  ihe 
first  Wednesday  of  each  montfi 


veritable  smorgasbord  of  mergers 
and  acquisitions. 

Technologies  such  as  IP 
(Internet  Protocol),  initially 
developed  for  computer 
networks,  are  edging  out  those 
in  the  old  world  of 
telephony. 

The  result  has  been  a flood  of 
mergers,  acquisitions  and  joint 
ventures:  more  than  100  during 
three  years.  Suddenly  relatively 
obscure  data  networking  ' 
companies  have  become  hot 
targets  for  cash  rich  mainstream 
vendors  of  telecoms  equipment. . 

European  companies  are 
heavily  involved  In  this  buying 
Spree.  Nokia,  the  Finnish  mobile 
telecoms  equipment  supplier,  set 
the  ball  rolling  a year  ago  when 
it  bought  US-based  data 
networking  company  Ipsilon  : 
Networks  for  its  IF  skills. 

Alcatel  of  France  bought  DSC 
Communications  of  the  US  for 
ptAbn  and  haa  a partnership 
with  Cisco,  the  networking 
market  leader. 

John  Chambers.  Cisco’s 
evangelical  chief  executive, 
admits  that  the  Alcatel 
partnership  has  been 
disappointing  so  far,  but  has 
been  busy  buflding  up  Cisco's 
pyigting  strengths  in  the  voice 
artrf  multimedia  networking 
markets. 

Siemens  of  Germany  has 
teamed  up  with  3Com  of  the  US 
to  form  a $ioom  joint  venture  to 
exploit  the  rapidly  growing 
market  for  converged  voice  and 
data  networks.  The  5030owned 
enterprise  will  design  equipment 
that  allows  companies  to  handle 
their  telephone  calls  over  their 

computer  networks 

More  deals  are  likely, 
particularly  in  Europe  where 
Ericsson,  the  Danish  telecoms 
equipment  group,  has  yet  to  find 
a date-networking  partner. 

Despite  Lord  Simpson's  recant  . 
insistence  that  Marconi 
Communications  is  not  for  safe, 
GECs  telecoms  equipment  arm  . 
appears  increasingly  isolated  In  a 
converging  world. 
paaLtaylor@PT.am 
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Financials  dragged  down  by  rate  fears 


EURO  SPOT  FORWARD  AGAINST  THE  EURO 


MB 


EUROPEAN  OVERVIEW 

By  VtocentRotand 


European  stock  markets 
tumbled  again  yesterday. 
Cautious  investors  stepped 
back  from  the  fray  as  inter- 
est rate  worries  and  the  eco- 
nomic outlook  continued  to 
dominate  sentiment 
An  emerging  trend  of 
selective  buying  was  also 
evident,  with  cyclical  stocks 


beginning  to  find  some  new 
friends. 

The  interest  rate  factor 
concerned  the  US,  where  the 
possibility  of  a rise  in  rates 
to  tame  the  buoyant  econ- 
omy would  be  an  unsettling 
factor  for  all  stock  markets. 

The  dollar  rose,  as  did  the 
euro,  pulling  back  from  its 
lowest  levels  against  the  US 
currency  as  buyers  wel- 
comed supportive  data  on 
German  unemployment 
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There  was  little  corporate 
news  to  provide  a sense  of 
direction,  so  the  focus  . was 
on  particular  stocks  and  sec- 
tors- Analysts,  however,  said 
the  fact  that  markets  were 
high  in  relative  terms  was 
also  restraining  a wider 
advance.  The  markets 
fell  between  1 and  4 per  cent 
The'  FTSE  Eurotop  300 
index  closed  2tl9  lower  at 
1,173.02,  the  FTSE  Eurotop 
100  index  lost  56.82  to 


2,684.52,  and  the  FTSE  Ebloc 
100  Index  fell  2948  to  97631. 

Financials  were  among  the 
weakest  performers  given 
the  prominence  of  interest 
rate  concerns.  The  sector  fell 
2.7  per  cent,  pushed  down 
also  by  profit-taking  after  Its 
recent  good  run  in  the  wake 
of  recent  big  mergers  in 
banking  and  insurance. 
French  banks  were  particu- 
larly weak. 

Potential  mutual  fund 
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flows  into  equities  this  year 
should  remain  buoyant, 
however,  despite  the  fact 
that  fund  inflows  fell 
towards  the  end  of  1998.  JJ. 
Morgan  estimates  that 
$230bn  could  And  its  way 
into  pure  equity  and  equity- 
type  funds,  which  account 
for  just  over  half  of  all 
mutual  fund  purchases  by 
retail  investors  in  Europe. 

“Were  equity  funds  to 
attract  95  per  cent  of  net 
new  monies  in  1999,  assum- 
ing a modest  10  per  cent 
growth  in  the  sire  of  the 
retail  industry,  we  could 

expect  net  subscriptions  to 
pure  equity  funds  of  the 
order  of  $9Qbn,"  the  bank’s 
European  equity  market 
strategy  team  said. 

“Furthermore,  assuming 
balanced  funds  continue  to 
represent  28£  per  cent  of  all 
new  subscriptions,  we 
believe  this  could  generate  a 
further  f40hn  of  demand  for 
equities.” 
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news  from 


European  & Asian 


perspectives. 


NEWS 


If  you  need  to  know  what’s  moving 
UK,  European  and  Asian  markets, 
you  need  AFX  NEWS,  the  real-time 
English  language  newswires  that  give 
the  latest  international  financial  and 
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RUSSIA  POTANIN  PLEDGES  TO  REPAf  DEBT 


XllillllMIIHMfllMMinilull 


Uneximbank 
bondholders 
win  promise 


By  Andrew  Jade  and  John 
Thornhill  In  Moscow 

Vladimir  Potanin,  one  of 
Russia's  most  influential 
businessmen,  yesterday 
pledged  that  bondholders 
and  other  creditors  should 
eventually  receive  back  all 
their  money  in  Uneximbank, 
the  powerful  Russian  finan- 
cial institution  in  which  he 
has  a controlling  interest 

Uneximbank  told  its  euro- 
bond holders  that  It  was 
defaulting  on  its  debt  earlier 
this  week.  In  an  Interview. 
Mr  Potanin  said:  “The  bank 
has  every  possibility  to 
repay  all  of  its  debts.  It  is 
our  responsibility  to  do  so. 
We  consider  that  our  prob- 
lems are  solvable." 

His  comments  come  after 
Uneximbank  failed  to  meet  a 
coupon  payment  on  its 
$250m  Eurobonds  which  was 
due  at  the  start  of  this 
month.  The  bank's  default 
on  its  eurobonds  means  that 
its  debts  now  totalled  over 
STQOm. 

However.  Mr  Potanin 
pointed  to  a confidentiality 
agreement  signed  with  50 
banks  as  proof  that  there 
was  a "dialogue"  with  Unex- 
imbank  and  its  creditors  and 
a “reasonably  positive  reac- 
tion" to  a restructuring  from 
them. 

He  said  accountants 
KPMG  bad  been  appointed 
by  creditors  to  examine 
Uneximbank's  assets.  “We. 
as  a shareholder,  will  try  to 
be  as  open  as  possible.  Our 
aim  is  to  explain  to  creditors 
that  we  are  not  hiding  any- 
thing from  them.  We  are  try- 
ing to  keep  all  the  assets 
which  Uneximbank  had 
under  control." 


WORLD  BOND  PRICES 


He  said  he  believed  that 
his  bank  bad  good  manage- 
ment and  should  continue. 
His  preference  was  for  it  to 
merge  entirely  with  Ros- 
bank,  a new  institution  set 
up  jointly  with  other  strug- 
gling banks  last  year.  He 

wanted  Uneximbank's  credi- 
tors to  have  the  option  of 
swapping  some  of  their  debt 
Tor  equity  in  Rosbank. 

Mr  Potanin  also  said  yes- 
terday that  he  was  in  flavour 
of  the  temporary  appoint- 
ment of  a sympathetic  court 
appointed  administrator  to 
run  Sidanco.  the  oil  group 
which  he  controls  and  in 
which  BP  has  a 10  per  cent 
stake.  A ruling  is  expected 
on  a bankruptcy  petition  in 
early  March. 

“The  best  solution  is  not 
bankruptcy."  he  said.  “The 
company  could  be  very  prof- 
itable. The  best  solution  is  a 
temporary  administrator. 
The  important  thing  is  that 
it  should  be  a professional, 
not  someone  hostile  to  the 
company. 

"I  think  we  have  enough 
control  of  the  situation.  As 
shareholders  we  have  the 
majority  in  the  creditors 
committee.  It  will  have  a 
decisive  influence  in  the 
appointment.” 

Commenting  on  sugges- 
tions of  a merger  proposal 
with  Lukoil,  he  said:  “We 
don't  exclude  that  we  will 
merge  with  some  other  com- 
pany in  the  future.  For  the 
time  being  we  are  more  con- 
cerned about  the  problems 
inside  the  company.” 

He  also  hinted  at  changes 
in  the  top  jobs  at  Sidanco, 
“The  management  is  not 
among  the  strongest  in  the 
world  or  the  country." 
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INTERNATIONAL  CAPITAL  MARKETS 

Japanese  yields  drop  below  2 per  cent 


BENCHMARK  BONDS 


By  Arkady  Ostrovsky  and 
Horian  Gimbei  in  London  and 
John  La  bate  in  New  York 

Bond  markets  closed  higher 
yesterday  after  Japanese 
10-year  bond  yields  dipped 
below  2 per  cent,  the  lowest 
level  in  two  weeks. 

The  yields  on  the  Japanese 
government  bonds  dropped 
from  Monday's  close  of  2.16 
per  cent  to  1.98  per  cent  in 
Tokyo  trading. 

The  fell  was  prompted  by 
speculation  that  the 
Ministry  of  Finance  may  cut 
its  monthly  10-year  JGB 
supply  in  the  coming  fiscal 
year,  while  Increasing  the 


supply  of  four-year  and 
six-year  paper. 

Kiichi  Miyazawa.  the 
Japanese  finance  minister, 
denied  the  speculation  of 
Increased  supply  at  the  short 
end.  but  failed  to  convince 
investors. 

Ian  Douglas  at  Warburg 
Dillon  Read  said  that 
although  this  would  take 
some  pressure  off  the  long 
end  of  the  curve,  the 
redistribution  would  not 
effect  the  volume  of 
Issuance,  which  Is  expected 
to  be  Y4OJM0bn  this  year.  “It 
is  therefore  unlikely  to  have 
much  Impact  on  the  increase 
in  real  yields  that  will  be 
needed  to  sell  the  bonds,"  he 
said. 


Kit  Jukes  at  Natwest  said 
the  ongoing  debate  over 
what  the  Bank  of  Japan 
could  do  to  curb  the  rise  in 
long-term  interest  rates 
convinced  the  market  that 
some  action  will  be  taken. 

Phyllis  Reed  at  Barclays 
Capital  said:  "The  question 
is  not  whether  the  Bank  of 
Japan  will  buy  bonds  at  the 
long  end  of  the  curve,  but 
when  it  will  start  to  do  so." 

But  she  warned  the  rally 
in  the  JGBs  could  be 
short-lived.  She  said  yields 
would  have  to  go  well  above 
2 per  cent  and  possibly  up  to 
5 per  cent  in  order  to  entice 
foreign  bond  investors. 
“Markets  will  want  to  see  a 
yield  level  that  compensates 


them  for  the  risk  they  a re 
taking  - both  in  terms  of 
credit  and  inflation  risk.” 

US  Treasuries  gained 
ground  in  early  trading, 
ahead  of  the  first  of  the 
week's  auctions  of  new 
issues. 

By  early  afternoon  the 
benchmark  30-year  bond  had 
gained  Y,  to  99A.  sending  the 
yield  lower  to  5.312  per  cent 
The  10-year  note  was  & 
higher  at  98g,  yielding  4.883 
per  cent  while  the  two-year 
note  had  gained  £ to  99Vz. 
yielding  4.768  per  cent 
The  day’s  release'  of 
productivity  figures 
confirmed  the  view  that  the 
US  economy  grew  at  a 

healthy  pace  late  last  year 


with  little  inflationary 
pressure.  Productivity  in  the 
fourth  quarter  grew  3-7  per 
cent,  while  unit  labour  costs 
declined  &2  per  cent  during 
the  period. 

The  auction  of  *l5bn  in 
five-year  notes,  expected 
later  In  the  afternoon, 
marked  tbe  first  of  the 
week’s  $35bn  issue  auction. 

On  Wednesday  an  auction 
of  SiObn  in  10-year  notes  will 
be  auctioned,  with  SiObn  in 
30-year  bonds  expected  on 
Thursday. 

European  bond  markets 
took  their  cue  from  US 
treasuries  and  Japanese 
bonds. 

Germany’s  March  10-year 
bund  futures  rose  by  0.63  to 


116.32  after  several  days  of 
declines.  The  market 
shrugged  off  Germany’s 
unemployment  figures 
which  showed  a stronger- 
than-expected  drop  in 
seasonably  adjusted 
unemployment  in  January. 
The  UK  gilts  March  future 
rose  by  0.40  to  118.70. 

Analysts  said  the  rise  in 
the  European  markets  was 
the  result  of  the  correction 
after  Monday’s  overselling. 
However  the  consensus  is 
that  the  European  bond 
markets  may  be  subdued  in 
the  short  term  as  it  is 
unlikely  that  the  European 
Central  Bank  would  cut 
interest  rates  in  the  first 
quarter  of  the  year. 


Jexim  breaks  new 
ground  with  FRN 


New  international  bond  issues 


NEW  ISSUES 
By  Khazam  Merchant 


The  Export-Import  Bank  of 
Japan  (Jexim)  broke  from 
the  crowd  on  a day  of  high- 
volume  corporate  Issuance 
by  launching  the  first  float- 
ing rate  note  by  a Japanese 
government  guaranteed 
agency. 

Jexim 's  $lbn  issue  was 
also  the  largest  foreign  cur- 
rency deal  by  an  agency,  and 
contrasted  with  dollar  issu- 
ance aimed  at  the  continu- 
ing investor  popularity  for 
corporate  names  such  as  the 
Spanish  oil  company  RepsoL 

Jexlm's  bond  Is  the  first  by 
a Japanese  agency  in  seven 
months;  Jexim  was  also  the 
borrower  then.  Since  then. 
Japan’s  sovereign  rating  has 
been  downgraded  while  the 
government  has  unveiled  a 
massive  programme  of  bond 
issuance  to  fund  its  fiscal 
stimulus  package. 

The  Jexim  bond,  Paribas, 


the  lead  manager,  said,  was 
a response  to  "an  extreme 
shortage  of  large  liquid  sov- 
ereign FRNs".  The  five-year 
bond  was  priced  at  three- 
month  libor  plus  6.25  basis 
points  and  tightened  to  four 
basis  points.  Bankers  said 
the  bond  was  aimed  at  cen- 
tral banks,  especially  in 
Europe. 

Sovereign  FRN  issuance  is 
relatively  rare  and  yester- 
day’s instance  is  unlikely  to 
lead  to  another  upsurge. 

One  reason  is  that  the  fis- 
cal positions  of  most  OECD 
countries,  excluding  reces- 
sion-hit Japan,  are  sound 
and  there  is  a preference  for 
issuing  in  euro  fixed-rate 
bonds.  The  agency  is 
unlikely  to  come  to  the  mar- 
ket in  the  near  future. 

The  last  FRN  surge  was  in 
1994  when  the  US  Federal 
Reserve  hiked  rates  and 
effectively  closed  off  the 
fixed-rate  market  in  what 
was  a bear  environment. 
Sovereign  borrowers 
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promptly  turned  to  floaters. 

Some  analysts  point  out 
that  tbe  speculation  about 
the  return  of  a bear  market 
in  the  US  raised  parallels 
with  1994. 

Repsol  was  the  biggest 
Industrial  name  to  tap  tbe 
market  with  a debut  €l.ibn 
bond  that  was  increased 
twice  from  €500m  and  then 
€7 50m.  Proceeds  from  tbe 
five-year  bond  will  partly  off- 
set the  cost  of  a recent  $2bn 
acquisition  of  a stake  in 
YPS,  the  largest  oil  company 
in  Argentina. 

This  was  a rare  issue  by 
RepsoL  Its  outstanding  debt 
is  small  and  confined  to  a 
yankee  issue.  Historically  it 
has  relied  on  bank  loans  and 
the  decision  to  tap  the  capi- 
tal markets  is  an  example  of 
the  widely  forecast  trend 
post-euro  of  companies 
bypassing  traditional  hanks 
and  opting  for  tbe  capital 
markets. 

The  bond  was  priced  at  a 
spread  of  45  basis  points 
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over  the  Treuhand,  the  Ger- 
man government  bonds 
issued  at  tbe  time  of  unifica- 
tion in  1990,  and  traded 
slightly  in. 

Freddie  Mac,  the  US  mort- 
gage agency,  launched  a 
two-year  S4bn  bond  which 
will  be  priced  today  around 
30  basis  points  over  the  rele- 
vant US  Treasuries. 

The  Province  of  Quebec 


Oafs  MBft  Spd 


launched  a $lbn  bond  which, 
excited  European  investors. 
One  bank  said  it  received 
orders  of  $600m  from  Euro- 
pean buyers  for  an  issue  it 
said  was  oversubscribed. 
European  investors  have  tra- 
ditionally opted  for  higher 
rated  issues. 

But  Quebec,  which  is  rated 
A2/A+,  illustrates  European 
investors  hunger  for  lower- 
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rated  credit  products  as  they 
broaden  their  portfolios. 

The  Quebec  issue  follows 
global  issues  by  the  state  of 
Alberta  last  year  but  gener- 
ally there  is  Bndtad  supply 
of  issuance  by  provinces. 
The  io-year  bond  was  priced 
at  a spread  of  90  baste  point 
over  the  relevant  Treasuries 
and  tightened  by  two  basis 
points. 
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CURRENCIES  & MONEY 


J apan  money  worries  keep  yen  mired 


MARimR^RT 
By  Aten  Beattie 

Uncertainty  about  the  Rank 
of  Japan's  willingness  to 
pump  money  into  the  econ- 
omy kept  the  yen  mired  in 
familiar  territory  against  the 
dollar  yesterday. 

Comments  by  Masaru  Hay- 
ami,  the  Bank  of  Japan’s 
governor,  yesterday  seemed 
to  suggest  that  the  central 
bank  was  rejecting  the  prin- 
ciple as  well  as  the  legality 
of  monetising  the  country’s 
debt. 

The  yen  failed  to  break 
back  below  Yus,  a level  at 
which  much  support  in  the 
fonn  of  yen  buying  by  Japa- 
nese corporates  is  believed 
to  be  slowing  the  currency’s 
foil. 

At  the  end  of  London  trad- 
ing yesterday  the  yen  closed 
at  Y 11-3.4  against  the  dollar, 
little  changed  on  the  day.  It 
fell  slightly  against  the  euro, 
closing  down  at  Y 129.2  com- 
pared with  Y 127.9  cm  Mon- 


day. 

Much  attention  in  recent 
days  has  focused  on  the  pos- 
sibility that  the  Bank  of 
Japan  will  overcome  its 
reluctance  to  bail  the  gov- 
ernment out  by  buying  JGBs 
on  a large  scale. 

“The  Bank  of  Japan  is 
reluctant  to  increase  the 
of  its  balance  sheet  at  a 
of  banking  sector  consolida- 
tion,” said  Derek  Halpenny, 
currency  analyst  at  the 
Bank  of  Tokyo-Mltsubishl  In 
London  yesterday. 

Mr  Halpenny  said  that  out- 
right purchases  of  JGBs 
were  prevented  by  the  BoJ’s 
charter,  and  that  it  had  set 
its  face  against  intervening 
in  the  secondary  market 

The  unwillingness  to  print 
money  was  reiterated  yester- 
day by  Masaru  Hayami,  who 
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told  a parliamentary  com- 
mittee of  Japan's  lower 
house  that  the  central  bank 
buying  or  underwriting  gov- 
ernment bonds  would  lead  to 
a loss -of  fiscal  discipline. 

“One  option  left  is  the 
twist  operation,  whereby  tbs 
Bank  of  Japan  sells  short- 
dated  assets  to  buy  longer- 
dated  ones,  leaving  the  over- 
all position  of  its  balance 
sheet  undisturbed,*'  said  Mr 
Halpenny.. 

But  this  now  appears  less 
likely  after  comments  by 
KSchi  Miyazawa,  the  finance 
minister,  that  such  a policy 
did  not  work  when  tried  in 
the  US,  Mr  wnippnny  added. 

Philippa  Malmgren.  cur- 
rency strategist  at  Bankers 
Trust  in  London.  that 
the  Japanese  authorities 
were  caught  between  a rock 
and  a bard  place.  . . _ 

“The  rock  is  that  part  of 
the  market  which  is  con- 
vinced that  they  will  print 
money  and  that  the  yen  wffl 
fall,  while  the  hard  place  is 
those  who  think  that  yields 
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will  rise  and  the*  yen  will 
strengthen.no  matter  what,” 
she  said. 

Ms  Maimgrfln  said  that  if  a 
large-scale  monetisation 
raised  inflation  expectations 
In  Japan,  it  could  drive  bond 
yields  back  up  and 
strengthen  the  currency. 

“Rumours  have  circulated 
recently  that  the  Bank  of 
Japan  may  adopt  an  infla- 
tion target,  possibly  as  early 


as  its  meeting  this  Friday,” 
she  added.  “This  would 
almost  certainly  be  seen  as 
the  precursor  to  printing 
money” 

The  confusion  over  the 
direction  of  policy  in  Japan 
was  underlined  yesterday  by 
a straw  poll  conducted  by 
Tetsu  Yamakawa,  director  of 
Japanese  research  for  Gold- 
man Sachs,  at  the  US  bank’s 
foreign  exchange  conference 
in  London. 

Around  half  of  those  pres- 
ent thought  Japan  should 
monetise  its  debt,  but  only 
one  or  two  believed  that  it 
would, 

“That  underlines  the 
uncertainties  around  Japa- 
nese policy-making,”  he  said. 
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■ The  Brazilian  Real  yester- 
day managed  to  hold  its 
level  In  the  face  of  political 
conflict  over  the  country's 
public  debt. 

A meeting  between  gov- 
ernment ministers  and  three 
opposition  state  governors 
failed  to  make  substantive 
progress  on  the  governors' 
demands  for  better  terms 
over  the  repayment  of  debt 
to  the  federal  government. 

But  the  Real  managed  to 
stave  off  speculative  attacks, 
finishing  London  trading 
hours  at  RS1.9050,  little 
changed  from  Monday. 

Analysts  said  that  the 
markets  may  be  giving  the 
federal  government  a few 
weeks’  grace.  “This  should 
not  be  blown  out  of  propor- 
tion," said  Tom  Trebat,  head 
of  emerging  markets  analy- 
sis at  Citibank  in  New  York. 

“But  if  the  federal  govern- 
ment still  has  no  credible  fis- 
cal plan  in  a couple  of 
weeks'  time,  we  could  well 
be  seeing  new  problems  for 
Brazil,"  be  added. 
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COMMODITIES  & AGRICULTURE 


INRO  WITHDRAWAL  COULD  LEAD  TO  DEMISE  OF  THE  ORGANISATION 


Thailand  pulls  out  of  rubber  agreement 


Rubter 

Tomes  W 


By  Paul  Sobnan  fai  London 
and  Ted  Banhcke  m Bangkok 

The  pact  between  the 
world’s  leading  rubber  pro- 
ducers faced  collapse  yester- 
day, after  a decision  by  Thai- 
land to  abandon  the 
agreement. 

The  Thai  cabinet  yester- 
day approved  withdrawal 
from  die  International  Natu- 
ral Rubber  Organisation 
(taro),  after  criticising  the 
organisation  for  failing  to 
act  decisively  to  support  rub- 
ber prices. 

Rubber  industry  insiders 
said  Thailand’s  decision  was 
likely  to  sound  the  death 
knell  for  Inro,  one  of  the  last 
international  price  support 
agreements  outside  the  oil 


industry.  The  move  could 
also  add  further  downward 
pressure  to  rubber  prices  as 
the  Thai  government  is  plan- 
ning to  create  its  own  inter 
vention  mechanism,  which 
is  likely  to  lead  to  a rise  in 
Thai  rubber  production. 

The  step  by  the  world's 
biggest  natural  rubber  pro- 
ducer follows  a similar  move 
by  Malaysia,  the  third  larg- 
est producer,  last  year. 
Indonesia,  the  second  big- 
gest producer,  has  said  it 
will  stay  in  Inro. 

Inro  maintains  buffer 
stocks,  buying  rubber  when 
prices  fall  and  selling  it 
when  prices  rise.  However, 
its  activities  depend  on  fund- 
ing by  its  members,  which 
include  the  six  leading  natu- 


ral rubber  producers  as  well 
as  the  biggest  consuming 
countries  such  as  the  US, 
Japan  and  China. 

‘"Thailand  supplies  about 
40  per  cent  of  taro’s  contri- 
butions from  rubber  produc- 
ers, so  it’s  difficult  to  see 
how  the  organisations  could 
operate  without  it"  one  rub- 
ber industry  official  said  yes- 
terday. 

Thai  agriculture  officials 
have  long  criticised  taro’s 
policies,  claiming  they  are 
prejudiced  against  larger 
producers  and  do  not  create 
an  appropriate  floor  price. 
rts  derision  to  quit  has  been 

expected  by  the  industry. 

Malaysia,  which  levelled 
similar  criticisms,  is  due  to 
leave  taro  with  effect  from 


October,  after  giving  a year’s 
notice. 

Thailand  is  also  required 
to  give  a year’s  notice, 
rtwngh  one  industry  official 
suggested  taro  might  simply 
decide  to  wind  up  at  its  next 
meeting  In  April. 

Officials  said  Thailand  was 
unlikely  to  make  any  more 
contributions  to  taro's  buffer 
stocks. 

it  also  intends  to  ask  for  a 
return  of  its  deposits  with 
Inro,  which  total  about 
$64hl  The  money  will  be 
redirected  towards  interven- 
tion in  the  Thai  domestic 
market  as  part  of  a plan  to 
restructure  the  rubber  indus- 
try- 

The  plan,  including  an 
intervention  mechanism. 


will  be  presented  to  the  cabi- 
net next  week  and  will  seek 
to  double  Thailand's  Bt59bn 
(Sl-SSbn)  In  rubber  export 
revenue  over  the  next  four 
years. 

The  intervention  mecha- 
nism will  help  officials  tar- 
get areas  in  the  southern 
part  of  the  country  where 
rubber  farmers  are  a potent 
political  force.  Unlike  Malay- 
sia. with  its  huge  robber 
plantations,  most  of  Thai- 
land’s rubber  Is  produced  by 
«mraTi  farmers. 

The  government  buys  rub- 
ber at  BT21.5  a kg  of  Grade  A 
rubber  and  expects  to  spend 
about  Bt4bn  in  the  market 
this  year.  It  holds  about 
97,000  tonnes  and  is  under- 
stood  to  be  negotiating  sales 


with  China  and  Japan  for 
about  two-thirds  of  that 

The  Intervention  is  likely 

to  spur  a 4 per  cent  increase 
in  production  by  Thai  form- 
ers this  year.  It  could  also 
lead  to  Thailand  building  up 
even  larger  stocks  of  natural 
rubber  which  may  have  an 
effect  on  world  prices,  trad- 
ers said. 

Thailand's  derision  most 
be  bearish  for  the  rubber 
market  and  for  prices,"  said 
Andrew  Hamilton  of  the 
Commonwealth  Develop- 
ment Corporation,  which 
finarw-fx;  and  yrwmigps  busi- 
nesses in  emerging  econo- 
mies. 

"As  an  investor  in  west 
African,  rubber  we  would  be 
concerned  at  any  action  that 
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would  decrease  prices.  How- 
ever, prices  are  so  low  now 
that  some  plantation  busi- 
ness must  be  losing  money, 
and  lower  prices  are  likely  to 
lead  to  production  cuts  " 
Along  with  most  other 
commodities,  rubber  prices 
have  already  been  suffering 
from  the  effects  of  the  eco- 
nomic problems  in  Asia. 


Australia  and 
Japan  closer 
to  coal  deal 


Japanese  put  damper  on  Ansfia&an  coal 
Stem,  coal  tMnettmark  price  {S  par  tea®  fed)  - 


By  Stephen  Wyatt 
n Sydney 


Australian  coal  producers 
and  Japanese  power  utilities 
are  closer  to  agreeing  to  a 
new  and  lower  contract  for 
thermal  coal  prices  for  Japa- 
nese fiscal  1999,  in 
spite  of  a breakdown  In 
negotiations  last  Friday. 

Initially  the  utilities  were 
asking  for  a 13.5  per  cent  cut 
from  the  current  US$3450  a 
tonne,  while  the  Australian 
thermal  coal  producers  were 
pushing  for  a cut  of  around 
10  per  cent. 

Now  Chubu  Power,  the 
leading  Japanese  negotiator, 
is  pushing  for  under  $30  a 
tonne,  while  the  Australian 
producers  are  seeking  $30- 
$30.50.  said  Tex  Report,  a 
Japanese  trade  newsletter. 

The  negotiations  over  coal, 
Australia’s  largest  commod- 
ity export  earner,  reflect  a 
tough  environment  for  the 
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producers,  which  exported 
some  A$3.79bn  (US$2Jjbn)  in 
1997/1998. 

There  are  two  divergent 
forces  at  work,  says  Clyde 
Henderson,  coal  analyst  with 
AME  Mineral  Economics  in 
Sydney. 

Firstly,  spot  thermal  coal 
prices  in  Europe  have  been 

as  low  as  $20  a tonne  fob 
(free  on  board)  late  last  year. 
While  they  have  recovered 
marginally  towards  $22  a 
tonne  this  month,  the  spot 
market  remains  at  a dra- 
matic discount  to  the  cur- 
rent contract  price  of  $34.50 
a tonne. 

The  second  issue  is  that 
there  is  little  scope  for  fur- 
ther price  cuts.  Cash  mar- 
gins of  thermal  coal  produc- 
ers world-wide,  even  at  the 
current  $3450  a tonne  level, 
are  very  low  and  in  many 
cases  negative,  said  Mr  Hen- 
derson. 

The  negotiations  follow 
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hard  coking  coal  price  nego- 
tiations late  last  year  when 
coal  producers  agreed  to  an 
18  per  cent  cut  in  1999  -con- 
tract prices. 

In  the  past  few  weeks, 
semi-hard  coking  coal  con- 
tract prices  have  also  been 
cut  by  around  18  per  cent 

UM,  for  its  new  Queens- 


land based  Oaky  Creek  semi-  semi-hards  and  thermal 
hards,  agreed  to  a contract  coals  about  A$1  per  tonne 
price  of  $35  a tonne,  while  lower  then  semi-softs. 
Canada’s  Fording  Coal  This  is  why  the  indnstry  is 
agreed  to  $32.64.  forecasting  a thermal  coal 

One  coal  analyst  said  price  around  $29.50  a tonne, 
semi-soft  coals,  mainly  out  "We  have  no  reason  to  alter 
of  the  Hunter  Valley,  would  our  forecast  of  the  past  few 


normally  be  priced  about 
A$2  a tonne  lower  than  the 


months  of  $29.60  a tonne," 
said  Clyde  Henderson. 


LME  acts  over 
squeeze  on  lead 


By  GRBan  O’Connor 
Hiring  Correspondent 


The  London  Metal  Exchange 
stepped  into  the  market  yes- 
terday to  neutralise  a supply 
squeeze  in  lead,  the  second 
public  intervention  this 
year. 

The  move  to  preserve 
order  in  the  market  is  also 
the  second  since  the  publica- 
tion last  year  of  its  market 
aberrations  paper,  which  set 
out  the  ground  rules  on  pre- 
vention of  price  distortion. 
In  January,  the  exchange 
moved  to  prevent  a supply 
«tf|nppw»  in  aluminium. 

The  move  prompted  wor- 
ries among  some  market  par- 
ticipants that  regulatory 
action  would  drive  business 
away  from  the  exchange. 
Others  were  surprised  that 
the  exchange  bad  talren  so 
long  to  act  although  they 
said  that  it  had  done  the 
right  thing  in  the  ptmL 

The  exchange  announced 
yesterday  that  traders  who 
bad  sold  lead  short  and  'fere 
unable  to  effect  physical 
delivery  and/or  unable  to 


borrow  metal  at  the  cash 
price,  shall  be  able  to  defer 
delivery  without  penalty 
until  17  February  1999". 

The  special  committee 
established  to  review  devel- 
opments in  the  lead  market 
took  account  of  the  fact  that 
“total  nearby  positions 
exceed  available  stocks". 

The  - basic  problem  is  that 
a single  trader  now  controls 
over  90  per  cent  of  LME  lead 
stocks.  LME  guidelines  say 
that  in  such  a case,  the 
“dominant  position  holder, 
whether  or  not  a member  of 
the  Exchange,  should  be  pre- 
pared to  lend,  if  asked,  at  so 
more  than  the  cash  price.  In 
t-hfi  particular  fartanoe,  the 
dominant  position  holder, 
who  is  not  a member  of  the 
RrphangB  im<  indicated  tint 
it  is  not  prepared  to  do 
so”. 

Market  sources  believe 
that  t-ht*  reason  exchange 
chose  February  17  as  the 
date  to  which  delivery  can 
be  deferred  is  that  the  trader 
squeezing  the  market  will 
have  unwound  its  positions 
by  that  date. 


Price  of 
crude  oil 
fails  to 
firm 
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World  crude  prices  were 
weak  again  yesterday  after  a 
new  forecast  of  oil  consump- 
tion this  year. 

In  its  monthly  report,  the 
International  Energy  Agency 

said  global  oil  demand  would 
rise  by  only  L4  per  cent  ar- 
lm  barrels  a day  (bpd)  to 
about  75m  bpd  this  year.  The 
agency  cited  weak  economic 
conditions  in  developing 
countries.'  - 

In  late  trading  on  Lon- 
don’s International  Petro- 
leum Exchange,  the  bench- 
mark March  contract  for 
Brent  blend  was  $10.17  a bar- 
rel against  Monday’s  dose  of 
$10.16. 

. Brent  managed  a,  modest 
rally  at  the  beginning  of  the 
year  but  has  now  given  up 
$2  of  its  price  at  this  time 
last  month. 

On  the  London  Metal 
Exchange,  the  immediate 
result  of  the  exchange's 
intervention  to  neutralise  . 
the  supply  squeeze  in  the 
lead  market  was  that  the 
cash  price  dipped  below  the 
forward  price,  thus  restoring 
the  conventional  relation- 
ship between  the  two. 

Otherwise  base  metal  mar- 
kets had  a relatively  quiet 
day  after  several  days  of 
rises.  Nickel  prices  foiled  to 
react  to  a statement  from 
the  Russian  Norilsk  that  the 
directors  would  be  discuss- 
ing possible  nickel  aiuT  cop- 
per production  cuts  at  & 
meeting  yesterday.  Analysts 
said  that  earlier  rumours 
that  cuts  were  imminent 
meant  that  the;  were- 
already  factored  in. 

On  the  London  Interna- 
tional Financial  Futures  and. 
Options  Exchange.  March 
robusta  coffee  futures 
slipped  $2  to  dose  at  $1,7193 
tonne  in  lacklustre  trading. 
March  cocoa  was  unchanged 
at  $895  a tonne. 
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ACROSS 

1 Many  make  amends  having 
tamed  pub  into  tomb  (8) 

6 Found  to  have  been  copied 

(S) 

9 Dishonest  person  on  order 
gets  bads  on  track  (S)  . 

10  Man  not  initially  approach- 
ing retirement?  (6) 

11  Having  reason  to  look  to 
the  main  thrust  in  charge 
(8) 

12  Screen  displaying  stream  in 
empty  gorge  (?) 

14  Play  the  part  in  jaded  ver- 
sion of  Hanging  Rock  (io> 

18  “Mad  Emperor  Pan"  - not 
an  alias!  (6,4) 

22  Extremes  d Christian  char- 
ity divided  and  split  (Q 

23  Awkward  point  in  rede- 
signed rotunda  (8) 

24  Cultivatin’  fruit  (6) 

25  National  type  of  pastry 
involving  one  instrument 
for  rolling  it  (8) 

26  Most  of  Raw's  in  flower  as 
may  be  expected  (6) 

27  Dole  out  lines  cm  church  or 
its  yard  (8)  • 

DOWN 

1 Fair  but  heartless  lady  to 
amve  first  (6) 

2 Youth  gains  point  over 
maturity  (6) 

3 Part;  of  undesirables  drink- 
ing hogshead  (6) 


4 Uncultured  Greek  charac- 

ter  first  In  the -queue  (10) . . : 

6 Staunch  Communist  seat  of  _ / 

learning?  (8)  t " 

7 Minister's  man  having  been 

prostrate  ©)  - 

8 Stranger  interrnpting  tne.j 
German,  a frail  old  soul  (sj . 

-13  Her  father  dug  for  fruit  (10) . 

15  Disembodied  particles  on« 

wanting  to  reassemble  ■ 

16  Curtsey  and  make  connro- 
- tion  about  love  bird  (8) 

17  Phone  again  about  c*®*  . 
pder  needing-  corrective^  '■ 

19  Both  to  be  sheepish  or 
ish?(6) 

20  Wish  to  hurt  vermin  to  s - 
(6) 
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21  Roman  god  in  chill  griP  ^ 
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LONDON  STOCK  EXCHANGE  

Footsie  posts  fifth  straight  fall  despite  early  rally 


By  Steve  Thompson, 

UK  Stock  Market  Editor 

An  early  attempt  to  drive 
the  front-line  and  second- 
rank  UK  stocks  higher  yes- 
terday lasted  for  little  more 

than  an  hour. 

At  the  end  of  the  session, 
the  two  senior  indices,  the 
FTSE  100  and  250,  were  left 
with  more  worryingly  large 
losses  - in  the  case  of  the 
FTSE  100  for  the  fifth  con- 
secutive session  - with  sen- 
timent given  another  batter- 
ing by  Wall  Street's  latest 

dismal  performance. 


The  market’s  benchmark 
index,  the  FTSE  100,  strug- 
gled manfully  in  the  early 
part  of  the  day,  pushing  up 
33.2  to  5,868.1,  amid  hopes 
that  the  recent  sell-off  had 
run  its  course. 

The  index  eventually  set- 
tled a net  55.8  lower  at 
5,7793,  extending  the  decline 
over  the  past  five  sessions  to 
333-1  or  33  per  cent.  The 
FTSE  250  lost  another  27 3 to 
5,177.9. 

The  FTSE  Small  Cap  stood 
alone  as  a winner  in  the 
FTSE  stable,  climbing  a fur- 
ther 4.9  to  2J22A  taking  its 
run  of  winning  performances 
to  11  sessions. 


Dealers  said  the  market’s 
reversal  had  taken  place 
against  a sequence  of  warn- 
ings of  overrated  internet 
stock  prices  in  the  US  from 
luminaries  such  as  Alan 
Greenspan,  chairman  of  the 
US  Federal  Reserve;  Bill 
Gates,  chairman  of  Micro- 
soft; and  Rupert  Murdoch, 
the  global  media  giant 
And  warnings  that  Wall 
Street  could  be  faring  a 5 to 
10  per  cent  decline  in  the 
short  term,  according  to 
Ralph  Acampora,  the  highly 
rated  technical  analyst  at 

Prudential  Securities, 
brought  additional  pressure 
to  bear  on  global  markets. 


One  marketmaker,  reding 
after  the  latest  decline  in  the 
market,  said  sentiment  “still 
feels  ropey,  but  it  could  all 
change  on  a sixpence.  The 
new  money  story  remains 
intact  and  another  bid  would 
cause  another  singe." 

Adding  to  the  bad  news  for 
London  was  some  slightly 
disturbing  information  on 
corporate  earnings,  specifi- 
cally from  BOC,  the  indus- 
trial gases  group. 

British  Airways  posted  its 
first-ever  quarterly  pre-tax 
loss,  albeit  widely  expected, 
and  ^Reuters  came  in  with 
reduced  full-year  numbers. 

Those  results  were  inter- 


preted by  the  market  as  pos- 
sibly heralding  a poor  pre- 
liminary results  season  for 
UK  stocks. 

The  results  season  gets  up 
full  steam  next  week  when 
no  less  than  ulna  FTSE  100 
constituents  report 

And  there  was  a real  con- 
cern that  the  banks’  results 
season,  which  commences 
on  Friday  with  numbers 
from  Lloyds  TSB  - the  big- 
gest of  the  UK  banks  - could 
provide  the  trigger  for  more 
downside  on  the  FTSE  100  in 
which  banks  account  for 
more  than  15  per  cent. 

“Lloyds  Tnight  well  be  the 
turning  point  for  the  market 


If  Lloyds  is  bad  news  then 
the  whole  sector  is  going  to 
suffer.  If  it  is  good  news, 
then  the  banks,  and  the  mar- 
ket should  rally."  said  one 

marketmaker. 

The  UK  strategy  team  at 
BT  Alex  Brown  said:  “lon- 
don  could  eventually  break 
through  to  new  highs  this 
year,  but  it  will  be  a strug- 
gle, punctuated  by  sharp 
market  setbacks,  which  win 
result  either  from  external 
events  such  as  further  finan- 
cial crises  in  emerging  mar- 
kets, or  in  reaction  to  profits 
downgrades.  It  is  still  too 
early  to  rush  into  cyclical 
recovery  stocks." 
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to  stay 
solo 



By  Peter  John,  Joel  Ktoazo 
and  Martin  Brice 

SmithKline  Beecham  shot 
towards  the  top  of  the  Foot- 
sie performance  charts  as 
protestations  that  the  com- 
pany would  remain  indepen- 
dent were  shrugged  aside  by 
the  market 

The  company  brought  for- 
ward its  figures  and 
announced  it  was  selling  two 
of  its  divisions.  And  chief 
executive  Jan  Leschly  used 
the  chance  to  present  a strat- 
egy aimed  at  reinforcing  the 
company’s  solo  status. 

' He  said  pointedly:  “Discus- 
sions with  Glaxo  and  AHP 
are  behind  us . . . We  are  not 
talking  to  anyone  about 
mergers  and  we  don’t  plan  to 
talk  to  anyone." 

However,  investors  were 
inclined  to  disagree.  Many 
believe  the  need  to  acquire 
critical  mass  within  the 
industry  has  intensified 
since  Zeneca  announced  it 
was  merging  with  Astra  of 
Sweden.  And  some  suggest 
Mr  Leschly  has  become 
increasingly  isolated. 

SmithKline  gained  33  to 
831%p  on  turnover  of  15m 
while  Glaxo  Wellcome,  the 
favoured  partner,  rose  46  to 
£19.43.  Glaxo  also  announced 
it  bad  received  approval  in 
Sweden  to  market  Relenza 


for  the  treatment  of  influ- 
enza A and  B,  the  first  regu- 
latory approval  worldwide. 

One  dealer  said  the  market 
capitalisations  of  the  two 
companies  were  within  a 
whisker  of  the  ratio  needed 
to  carry  out  merger  account- 
ing without  having  to  depre- 
ciate goodwill. 

By  comparison,  Zeneca  fell 
41  to  £25.78.  All  three  UK 
pharmaceuticals  majors  are 
exposed  to  the  Dow  Jones 
Industrial  Average,  which 
was  off  more  than  90  points 
when  London  closed. 

In  extractive  industries, 
bid  speculation  helped  min- 
ing group  Lonrho  resist  the 
poor  market  trend.  The 


FT  30  INDEX 


shares  jumped  3S  or  nearly 
10  per  cent  to  390p,  making 
it  the  best  performer  in  the 
FTSE  250. 

With  English  China  Clays 
having  accepted  a £756m  bid 
from  French  rival  Imetal, 
attention  has  firmly  moved 
to  Lonrho.  long  seen  by 
some  as  a possible  bid  tar- 
get. One  sector  specialist 
said  yesterday:  “With 

English  China  gone,  people 
are  asking  why  not  Lonrho." 

Buying  attention  has 
shifted  in  favour  of  cyclical 
stocks  such  as  Lonrho  in 
recent  sessions,  dealers  said. 
Buyers  had  also  been 
attracted  by  the  improving 
price  of  platinum. 
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Exceptional  losses  associ- 
ated with  the  company’s  pro- 
gramme of  disposals  and 
demergers  saw  it  report  a 
fall  in  profits  last  month 
from  £196m  to  £84m. 

The  hunt  for  value  in  the’ 
extractive  industry  shifted  to 
Billiton  as  several  brokers 
recommended  the  stock. 
Among  them.  Paribas 
argued  for  a switch  out  of 
Bio  Tin  to.  which  it  sees  as 
remaining  heavily  exposed 
to  depressed  coal,  copper 
and  iron  ore  prices. 

Billiton  lifted  4 % to  130%p. 
Rio  continued  its  strong  run 
in  early  trading  but  backed 
to  a closing  gain  of  9 at  799p. 

Value  plays  also  benefited 
hard-hit  water  stocks,  with 
Severn  Trent  and  Thames 
Water,  both  on  a gross  yield 
of  45  per  cent  at  the  start  of 
trading,  rising  22  to  942p  and 
14  to  £1L13. 

Scottish  and  Southern 
Energy  lifted  7%  to  615p  with 
Charterhouse  recommending 
the  shares  up  to  700p  and 
beyond.  Merrill  Lynch  reiter- 
ated its  “accumulate" 
stance. 

Reuters  Group  came  out 
with  figures  that  seemed  at 
first  to  be  at  the  top  of  the 
range  of  analysts’  forecasts. 
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FINANCIAL  TIMES 

No  FT,  no  comment. 


But  an  exceptional  gain 
knocked  them  back  to  the 
bottom  and  a mix-up  with 
the  stock  exchange  meant 
the  electronic  news  organisa- 
tion was  unable  to  get  its 
'figures  on  its  own  screens. 
The  upshot  was  that  the 
shares  fell  33  to  866p. 

Disappointing  figures  from 
BOC  saw  shares  in  the  gases 
group  shed  49  to  814p. 

And  Johnson  Matthey, 
which  joined  the  chemicals 
sector  recently,  lost  20%  to 
452%p  ahead  of  an  analysts’ 
trip  to  the  company's  US 
operations. 

Telecom  issues,  which 
started  the  year  strongly, 
were  out  of  favour  yester- 
day. Analysts  Mnmpd  sector 
rotation  and  one  specialist 
admitted:  “The  truth  is  there 
is  still  value  in  some  stories, 
but  the  sector  is  no  longer  a 
must  buy.” 

BT  favoured 

Chris  Godsmark  at  Hen- 
derson Crosthwaithe  said: 
The  strategy  has  to  be  to 
differentiate  and  pick  win- 
ners.” He  favours  British 
Telecommunications,  which 
fell  27  to  908p,  Cable  and 
Wireless,  14  off  at  802p, 
Vodafone  Group,  whose 
shares  tumbled  19%  to 
£1057,  and  Energis,  10  lower 
at  432%p. 

Henderson  remains  cau- 
tious on  Orange,  which  was 
also  unloved.  The  shares  fell 
34  to  817p. 

A boardroom  split  that 
yesterday  prompted  the  sud- 
den departure  of  the  chief 


executive  and  finance  direc- 
tor from  Vans  Group  led  to 
fresh  bid  talk  The  shares 

eased  2 to  273%p. 

The  company  said  Peter 
Catesby,  managing  director 
of  the  group’s  Swallow 
Hotels,  bad  been  appointed 
chief  executive  of  the  brew- 
ing and  hotels  company  after 
Martin  Grant  and  finance 
director  Neal  Gossage  left 
the  company  with  immedi- 
ate effect  and  ceased  to  be 
directors. 

Last  year  Vaux  terminated 
talks  with  Stakis.  a possible 
bidder  for  the  group.  Earlier 
this  week,  gaming  and 
hotels  company  Ladbroke 
Group  tabled  a £1.16bn 
agreed  bid  for  Stakis. 

Stakis  shares  edged  % for- 
ward to  I57%p  after  trade  of 
14m,  while  those  of  Lad- 
broke  declined  5%  to  263Vip- 

Safeway  topped  the  FTSE 
100  performance  table, 
adding  13%  at  290p,  boosted 
by  Monday’s  trading  update. 

British  Airways  was  one 
of  the  few  Footsie  stocks  to 
wove  against.  the  failing  tide 
of  the  market  as  it  rose  7%  to 
388%p  following  third- 
quarter  results.  The  stock 
saw  brisk  trade  of  9.6m.  • 

Cigarette  makers  rose 
strongly  in  reaction  to  win- 
ning the  first  round  of  a high 
court  battle  with  .52  cancer' 
victims.  GaHaher  gained  16% 
to  431p  and  Imperial 
Tobacco  24  to  7ll%p.  BAT 
rose  17%  to  63lp. 

Software  group  Lynx  was 
off  6 at  209p  after  it  revealed 
itself  to  be  behind  the  bid 
approach  to  fellow  software 
company  Tetra,  which  was 
off  a penny  at  277%p. 

The  hunt  for  the  next 
small  company  to  be  bid  for 
seems  to  have  alighted  on 
steelwork  group  WescoL 
which  has  risen  by  a third  in 
a week  amid  some  of  the . 
heaviest  volume  for  some 
months.  ’ 

A likely  predator  could  be 
structural  steelwork  group 
Severfield-Reeve,  which  was 
unchanged  at  267%p.  WescoL 
dosed  up  i%  at  40p. 
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STOCK 


MARKETS 


Hopes  recede  for  more  interest  rate  cuts  ^^  fears  price 


WORLD  OVERVIEW 


No  news  was  not  good  news 
yesterday  for  stock  markets, 
which  continued  to  move 
lower  as  investors  cast  about 
lor  fresh  buying  incentives 
and  again  came  up  empty- 
handed,  writes  Jeffrey 
Brown. 

If  there  was  a theme  to  the 
day,  it  mostly  centred  on 
financials,  which  streamed 
determinedly  lower  as  talk 
turned  to  the  possibility  of 
US  and  European  interest 


rates  not  continuing  to  fall, 
as  widely  expected,  but  level- 
ling out  at  present  levels. 

Europe's  insurance  lead- 
ers, a strong  market  lately 
as  investors  have  sought  out 
the  sector’s  defensive  merits, 
bore  file  brunt  of  the  selling. 
ING  and  Axa-UAP  came  off 
more  than  4 per  cent  while 
Munich  Re  tumbled  7 per 
cent 

According  to  the  day’s  mix 
of  rumours,  the  European 
Central  Bank  is  losing 
patience  with  the  slow  pace 


of  labour-market  reform  and 
is  also  worried  about  the 
weakness  of  die  euro  in  spite 
of  a better  day  for  the  cur- 
rency yesterday.  Falling  Ger- 
man jobless  figures  were 
also  an  influence. 

Coupled  with  another 
uncertain  start  on  Wall 
Street,  the  interest  rate 
uncertainty  sent  euro-zone 
equities  into  a taflspin  In  the 
letter  W of  the  trading  day. 
Frankfurt  ended  down  4 per 
cent  - back  below  5,000. 
Paris  lost  2 5 per  cent 


The  improved  showing  for 
the  euro  the  decline  in 
January  unemployment  in 
Germany  revived  hopes  for  a 
possible  bottoming-out  of  the 
euro-zone  economy,  where 
recent  data  has  shown  broad 
weakness  but  a possible  flat- 
tening trend. 

A note  from  JJP.  Morgan 
arguing  the  case  for  cyclical 
shares  suggests  that  indus- 
trial confidence  indicators 
have  started  -to  stabilise, 
helped  by  weakness  in  the 
euro,  which  has  shed  more 


than  4 per  cent  against  the 
dnUar  since  its  inception  just 
over  a month  ago. 

The  broker  remains  cau- 
tious on  most  cyclical  sec- 
tors, but  has  lifted  its 
weighting  in  construction 
and  steels,  and  is  tipping 
selected  buys  In  oils  and 
chemfrals- 

Asian  markets  had  a 
mixed  session  but  Hong 
Rang  produced  a number  of 
good  news  stories. 

Financial  secretary  Donald 

Tsang  aid  he  expected  file 


Hong  Kong  economy  to  do 
“significantly  better"  this 
year  after  a 5 per  cent  con- 
traction in  1998:  and  news  of 
government  moves  to  aid  a 
troubled  company  sparked  a 
rally  for  hard-pressed  China 
shares. 

The  red-chip  index,  winch 
has  racked  up  losses  of 
around  40  per  cent  since 
November,  surged  4.7  per 
cent  after  the  government 
intervention  in  the  indebted 
affairs  of  the  Guangdong 


of  pay  dispute 


Techs  suffer 
heavy  sell-off 
as  Dow  falls 


Paris  cashes  in  January  gains 


BIROPE 


AMERICAS 


Wall  Street  succumbed  to 
broad-based  weakness  early 
in  the  session,  with  internet 
and  other  computer-related 
stocks  bearing  the  brunt  of 
the  selling,  mites  John 
Labate  in  New  York. 

By  early  afternoon  the 
Dow  Jones  Industrial  Aver- 
age was  down  83.16  or  09  per 
cent  at  9,207.95.  That  was  off 
morning  lows  that  had  seen 
the  blue-chip  index  down 
more  than  100  points.  The 
broader  Standard  & Poor’s 
500  index  lost  1557  or  15  per 
cent  to  1,227.90. 

The  morning’s  weakness 
was  an  echo  of  the  market’s 
performance  during  the  pre- 
vious session. 

On  Monday,  one  of  the 
most  bullish  analysts  said 
the  market  could  slump  5 to 
10  per  cent,  helping  to  send 
stocks  lower  in  morning 
trade  before  buyers  stepped 
in  to  lift  the  market  off  its 
worst  levels. 

Downward  momentum 
was  stronger  yesterday  as 
the  number  of  declining 
shares  overtook  advancers 
on  the  New  York  stock 
exchange  by  a margin  of 
nearly  2 to  1. 

Internet  stocks  sold  off 
after  news  that  Lycos,  one  of 
the  leading  internet  portals, 
was  being  taken  over  in  a 
stock  deal  by  USA  Networks. 
Lycos  shares  tumbled  more 
than  22  per  cent  or  929  to 
S98V4  while  USA  Network 
gained  14.6  per  cent  or  S5ft 
to  |43%. 

Other  internet  stocks  sold 
off  on  valuation  worries, 
sending  the  American  stock 
exchange's  internet  index 
down  4.7  per  cent  or  3350  to 
685.10.  America  Online  was 
the  most  active  issue  on  the 
NYSE  by  midday,  down  99ft 
to  9149ft. 


The  Nasdaq  composite 
inHov  fen  under  the  «»nfag 
pressure,  losing  54.46  or  213 
per  cent  at  2,350.46. 

While  stocks  sank,  bonds 
picked  up  ahead  of  the  first 
of  several  planned  Treasury 
auctions  for  the  week.  By 
early  afternoon,  the  30-year 
benchmark  bond  was  % 
higher  at  99ft,  sending  the 
yield  lower  to  5.312  per  cent 

Transport  shares  fell  bade, 
with  AMR,  parent  to  Ameri- 
can Airlines  falling  a second 
day  by  9%  to  956%  after  it 
said  it  would  begin  talks 
with  its  pilots,  as  the  com- 
pany announced  a new 
round  of  cancelled  flights 
due  to  a dispute. 

Among  Dow  stocks,  AT&T 
was  off  93%  to  $87ft  and  Citi- 
group lost  $1%  at  950ft. 
Major  retailers  weakened  as 
well,  led  by  Wal-Mart,  down 
$2ft  to  $82%. 

TORONTO  continued  to 
move  lower  in.  early  trading. 
Selling  was  across  the  board, 
with  gold  shares  among  the 
heaviest  casualties.  At  noon, 
the  soo  composite  index  was 
down  87J.7  at  449650. 

Resource  stocks  came 
under  severe  selling  pres- 
sure as  bullion  and  base 
metal  prices  eased.  In  golds, 
Barrick  fell  C$155  to  C$28.75 
and  Placer  Dome  shed  95 
cents  at  091755. 

The  telecoms  sector  also 
took  a beating.  Northern 
Telecom,  gave  up  C$250  at 
C$87.70  and  BCE  lost  C9L20 
at  C$63. 

Among  industrials,  Alcan 
Aluminium  retreated  60 
cents  to  C$3850,  while  Sea- 
gram shed  C$1  at  C$71. 

Banks  were  weak.  Royal 
Bank  lost  C9L20  at  C978J5 
and  Bank  of  Montreal  85 
cents  at  C$6455. 

BCE  Emergls  was  heavily 
traded,  sliding  C$1.80  or  6 
per  cent  to  C$28. 


Profit-taking  across  the 
board  and  fears  that  interest 
rates  in  Europe  may  have 
bottomed  out  sent  PARIS 
sharply  lower  at  the  close  of 
a volatile  session. 

The  CAC  40  lost  1155  to 
4,038.49  in  the  steepest  cor- 
rection since  the  Brazilian 
devaluation  last  mrmtb. 

Traders  said  the  2.8  per 
cent  fell  may  have  been 
accentuated  by  the  feet  that 
income  tax  payments  were 
due  shortly  in  France, 
encouraging  investors  to 
cash  In  on  earlier  gains. 
Paris  was  the  strongest 
European  market  in  dollar 
terms  last  months 

Finance  stocks  were 
arnnnp  the  worst  hit,  losing  4 
per  cent  on  average.  CCF  fell 
€3.65  to  €77  and  BNP  lost 
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The  FUSE  Eurotop  300  index  Ml 
24.19  or  242  per  cant  to 
1,17342.  See  Euro  Rices  page. 


Sao  Paulo  slips  back 
in  spite  of  stable  Real 


SAO  PAULO  edged  lower  in 
early  trading,  unwinding 
some  of  the  previous  ses- 
sion's 4.6  per  cent  gain. 

Brokers  said  sentiment 
was  steady,  helped  by  a sta- 
ble start  in  the  foreign 
exchanges  for  the  Real.  At 
the  midsession  calculation, 
the  benchmark  Bovespa 
index  was  off  75  at  8,749. 

MEXICO  CITY  also  lost 
ground,  with  the  IPC  index 
down  3350  at  358350  at  mid- 
session. 


Traders  said  uncertainty 
had  emerged  ahead  of  the 
release  by  the  central  bank 
of  the  January  inflation  fig- 
ures and  following  “reduce’* 
advice  on  Mexican  shares 
from  a big  US  broker.  Vol- 
ume was  thin. 

SANTIAGO  pushed  ahead 
strongly,  helped  by  a 25  per 
cent  stage  for  power  group 
Endesa  which  jumped  5 
pesos  to  205  pesos.  At  mid- 
session. the  IPSA  index  rose 
157  or  12  per  cent  to  106.42. 


€3.50  to  €71.50.  Socidtd 

Generate  ended  €6.60  lower 
at  €133  while  Paribas  lost 
«I9S  to  €82.55. 

There  was  no  support  from 
the  insurance  sector.  Axa 
fell  €5.70  to  €11650  while 
AGF  lost  75  cents  to  €5345. 

Better  German  unemploy- 
ment figures,  suggesting  the 
European  Central  Rank  may 
leave  interest  rates 
unchanged,  benefited  cycli- 
re^ig,  seen  as  undervalued. 

Lafarge  rose  for  the  second 
day  running,  ending  €2.50 
higher  at  €8250,  while  P6ch- 
iney  gained  €1  or  3.1  per 
cent  to  €33. 

Others,  however,  succum- 
bed to  profit-taking  after  a 
two-week  rally.  Saint-Gobain 
shed  €1.70  to  €13830  while 
Usinor  lost  21  cents  to 
€1259. 

France  Telecom  tumbled 
after  news  that  the  company 
had  raised  its  basic  service 
charge  prompted  fears  of  a 
fen  in  subscribers.  The  stock 
lost  €3.40  or  4.4  per  cent  to 
€7455,  weighing  heavily  on 
the  Index. 

ZURICH  fell  to  its  lowest 
level  since  mid-December 
with  the  SMI  index  1129  or 
L6  per  curt  lower  at  6548.0. 

Heavyweight  pharmaceuti- 
cals Novartis  and  Roche  led 
the  market  lower.  Novartis 
fell  SFr52  to  SFt2560  while 


Roche  certificates  shed 
SFrSlO  to  SFri75lO. 

Among  the  specially  chem- 
icals companies,  Clariant 
lost  SFr24  to  SFr7l0.  The 
company  will  report  sales 
data  for  1998  tomorrow. 

UBS  slid  SFr9.50  to 
SFr442.50.  Deutsche  Bank 
upgraded  the  stock  which,  it 
said,  offered  77  per  cent 
upside  on  a two-year  view. 
Deutsche  set  a target  price 
of  SFteflO  and  forecast  a net 
profit  by  2002  of  SFrSJSbn. 
Among  other  financials,  CS 
Group  lost  SFTS  to  SFr215 
while  Swiss  Re  was  SFr60 
lower  at  SFr3,260i 

Alusuisse  held  on  to  some 
of  its  early  gains  to  dose 
SFr7  higher  at  SFr 1,625.  The 
group,  merger  partner  of 
German  utility  Viag,  will 
hold  its  annual  press  confer- 
ence on  Friday. 

AMSTERDAM  Ml  1058  at 
518.06  on  the  AEX  index, 
pushed  lower  mostly  by  a 
shakeout  in  the  financial 
sectors. 

Against,  a background  of 
interest  uncertainty,  ING 
tumbled  €230  or  45  per  cent 
to  €48.40  and  Aegon  €355  to 
€91.65.  ABN  Amro  shed  65 
cents  to  €1755  in  105m 
shares  traded. 

ASM  Lithography  gained 
35  cents  to  €41  following 
news  of  senior  management 
changes,  and  steel  leader 
Hoogovens  turned  in  the 
best  gain  of  the  day,  adding 
€155  or  4.7  per  cent  at 
€2750. 

News  of  a US  marketing 
push  sent  Heineken  up  €1  JO 
to  €47.70.  Rival  Grolach,  hit 
by  results  fatigue,  slipped  75 
cents  to  €21.15. 

Among  smaller  caps,  BE 
Semiconductor  Industries 


Profit-taking  dents  Jo’burg 


SOUTH  AFRICA 


Johannesburg  shrugged  off  a 
1 percentage  point  cut  in 
prime  lending  rates  as  inves- 
tors took  profits  in  a market 
shaken  by  Reserve  Bank 
governor  Chris  Stals,  who 
said  the  country  had  posted 
a substantial  current 


account  deficit  in  the  fourth 
quarter  of  last  year. 

The  overall  index  lost  18.7 
to  5583.4  while  industrials 
Ml  225  to  6,706.1  and  golds 
gave  up  15  to  9255. 

Financials  were  129.0  or  1.4 
per  cent  lower  at  95065  as 
Liberty  Life  retreated  820 
cento  to  R1Q260. 


Tokyo  hit  ahead  of  book  closings 


ASIA  PACIFIC 


Shares  in  TOKYO  slipped 
yesterday,  with  companies 
unwinding  their  cross-share- 
holding positions  ahead  of 
book  darings  at  the  end  of 
March,  writes  Julie  Hess. 

Recent  stabilisation  of  the 
bond  and  foreign  exchange 
markets  did  not  improve 
sentiment,  investors  took  a 
wait-and-see  position  ahead 
of  Friday’s  Bank  of  Japan 
meeting. 

The  benchmark  Nikkei  225 
Index  fen  054  per  cent  or 
8953  to  13502  after  trading 
between  14.015.57  and 
13^85.79.  The  sell-off  was 
broadly  based.  The  more  rep- 
resentative weighted  Nikkei 
300  index  dropped  0.64  per 
cent  or  1.4  to  21553  and  the 
Topix  index  of  all  first- 
section  shares  was  down  0.64 
per  cent  or  65S  at  1,08355. 

Volume  remained  light, 
with  306m  shares  traded. 
Declining  issues  outnum- 
bered advancers  7*2  to  336, 
with  151  issues  unchanged. 

Blue  chips  were  particu- 
larly hit  by  a sell-off  from 
companies  concerned  that 
the  strengthening  of  the  US 
dollar  might  only  be  tempo- 
rary. Sony  was  down  Y130  to 
Y8520,  TDK  Y130  to  ¥9,330 


Bong  Kong 
Hina  Sane  tadm  C00C& 


JW  1999  Fab 


and  Honda  Y40  to  Y4.140. 

Canon  shares  ended  lower 
after  the  company  issued  a 
profit  warning.  It  expected 
net  profits  in  1998  to  be 
below  the  previous  year's 
level  and  forecast  a further 
profit  decline  for  the  current 
fiscal  year.  Canon  fell  Y70  or 
299  per  omt  to  Y2,27S- 

MycaL  one  of  Japan’s  big- 
gest supermarket  chains, 
also  disappointed  investors 
with  its  latest  profit  down- 
ward revision,  it  forecast  a 
net  loss  of  Y3Sbn  tor  the  1SSS 
fiscal  year  due  to  valuation 
losses  on  its  bank  holdings. 

Myeal  fell  Y47  or  648  per 
cent  to  Y678.  In  Osaka,  the 


OSE  index  closed  down  36  at 
14,775. 

KUALA  LUMPUR  stayed 
volatile,  rising  22.04  or  4.2 
per  cent  to  548.14  on  the 
composite  index  to  partly 
reverse  a decline  of  9 per 
cent  over  the  two  previous 
sessions.  Brokers  said  the 
main  focus  had  been  bar- 
gain-hunting with  selected 
blue  chilis  In  demand  after 
the  recent  shakeout 

Malayan  Banking  rose  25 
cents  to  M$65Q,  Teuaga  15 
cents  to  MS6.40,  and  Tele- 
kom 25  cents  to  M9855. 

BANGKOK  continued  to 
lose  ground  with  the  SET 
index  felting  10.41  to  32056 
for  a two-day  decline  of  55 
per  cent  There  was  said  to 
be  steady  selling  by  retail 
investors  although  volume 
was  light  at  Bt29bn. 

Sentiment  remained  sub- 
dued as  investors  fretted 
about  the  extent  of  nan-per- 
forming b»nk  lending.  Bang- 
kok Bank  was  the  most 
active  share,  sliding  Bt3.5Q 
to  Bt39 -50- 

HONG  KONG  staged  an 
afternoon  turnaround,  lifted 
by  stronger  index  fixtures, 
covering  of  short  positions 
and  improved  sentiment 
towards  China  shares.  The 
Hang  Seng  index  finished 


10459  or  L2  per  cant  higher 
at  9244.49  after  plumbing  a 
1999  low  of  9,05357. 

The  improved  mood  ra«w 
in  response  to  a statement 
by  red-chip  food  distributor 
Guangnan  (Holdings)  that 
the  Guangdong  provincial 
government  would  provide 
fluids  for  the  company  to 
pay  its  creditors  and  con- 
tinue trading  operations. 

Guangnan  soared  155  per 
cent  or  6.5  cents  to  475, 
while  Guangdong  Invest- 
ment rose  12  per  cent  or  22 
cents  to  HK$1.12.  Both  are 
controlled  by  the  debt-ridden 
provincial  fund-raising  arm 
Guangdong  Enterprises. 

The  news  sharply  boosted 
sentiment  toward  China 
plays,  pushing  the  red  chips 
47  per  cent  and  H-shares 
45  per  cent 

SEOUL  tumbled  4 per  cent 
as  programme  sales  were 
sparked  by  undervalued 
futures  contracts.  The  com- 
posite index  lost  22,00  to 
dose  at  a 1999  tow  of  52358. 

Analysts  said  confidence 
Was  badly  shaken  by 
futures-linked  arbitrage 
sales,  while  comments  by  a 
senior  Moody’s  official  that 
the  country’s  economic 
recovery  was  fragile  also 
weighed  on  the  market 
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gained  40  cents  to  €750  after 
an  upgrade  to  “immediate 
buy*  from  Merrill  Lynch. 

MILAN  was  a heavy  loser 
as  profit-taking  hit  blue 
chips,  including  Telecom 
Italia,  Fiat  and  the  banking 
sector.  The  real-time  Mibtel 
index  finished  596  or  25  per 
cent  down  at  22598. 

Telecom  Italia  fell  38.5 
cents  at  €8.048  on  profit- 
tafoung  after  recant  gains 
that  followed  stories  of 
stake-building  in  the  group. 
Tim,  its  mobile  phnim  busi- 
ness, backed  the  trend  with 
a rise  of  3.4  cents  to  €5512. 

Flat  lost  15.4  cents  to  €257 
on  heavy  profit-taking  after 
Monday's  rally,  sparked  by 
speculation  that  the  group 
was  interested  in  BMW. 

HDP,  up  almost  6 per  emit 
at  one  stage,  finished  152 
emits  higher  at  €5650  after 
its  publishing  unit  RCS 
Editor!  said  it  was  in  talks 


with  News  Corp  Europe  on 
joining  a digital  TV  venture. 

Banks  were  punished  as 
the  market  tired,  of  on-off 
merger  talks  that  had 
amounted  to  nothing.  BCI 
lost  29J.  emits  to  €5.401  and 
Banca  di  Roma  fell  48  cents 
to  €1551. 

MADRID  followed  the 
main  European  markets 
lower.  .The  general  index 
closed  148.8  lower  at  9,500 
amid  concern  that  US  inter- 
est rates  might  rise  and 
prompt  a sell-off  on  Wall 
Street 

A fresh  dispute  between 
the  Brazilian  government 
and  the  opposition,  raising 
fears  for  a restructuring  of 
the  country’s  domestic  debt, 

alan  bit  tile  market 

Blue  chip  Telefonica  fell 
€1.15  or  25  per  cent  to  €3855 
despite  news  that  the  com- 
pany would  seek  to  expand 
in  Europe  after  it  announced 
the  purchase  of  Austria’s 
European  Telecom  Interna- 
tional on  Monday, 

MOSCOW  put  on  41  per 
cent  on  news  that  proceeds 
from  the  country’s  restruc- 
tured domestic  debt  would 
be  allowed  to  be  re-invested 
in  equities. 

While  the  announcement 
boosted  volume  to  96.1m, 
traders  said  the  upturn  was 
likely  to  be  short  Jived.  The 
RTSl  Jxxterfex  index  put  on 
254  to  5854 
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A downturn  in  the  German 
economy,  a wage  dispute  in 
the  metal  industry,  and 
doubts  about  the  centre-left 
government's  Intentions 
towards  business  are  cloud-, 
mg  the  immediate  outlook 
for  Frankfurt's  stock  market 

Equity  market  analysts 

say  the  benchmark  Xetra 
pax  jniim  is  also  weighed 
down  by  a recent  increase  in 
German  bond  yields  and  by 
fears  that  Wall  Street  is  due 
for  a painful  correction.  Yes- 
terday the  index  tumbled  4 
per  cent  to  455057.  - 

The  Dax  aided  last  year  at 
just  over  5500  and,  in  spite 
of  a flurry  of  buying  in  early 
January,  has  since  struggled 
to  develop  consistent 
upward  momentum.  Other 
continental  European  mar- 
kets, notably  Paris,  Madrid 
and  Milan,  have  outper- 
formed Frankfort  this  year. 

The  broadest  reason  for 
the  Dai’s  lacklustre  perfor- 
mance lies  in  the  Impact  of 
last  year’s  financial  and  eco- 
nomic turmoil  in  Asia,  Rus- 
sia and  Latin  America  on 
German  exports. 

Even  a star  performer 
such  as  software  group  SAP 
was  forced  to  issue  a profits 
warning  last  month  because 
of  sales  problems  in  Japan. 
Similar  difficulties  affected 
pharmaceuticals  company 
Sobering,  which  reported  a 
28  per  cent  slump  last  year 
in  sales  to  south-east  Asia. 

jimra*  ffimpaniK,  such  as 
Volkswagen,  compensated 
for  problems  in  emerging 
markets  with  strong  perfor- 
mances in  North  America 
and  Europe  outside  Germ- 
any, teit  others,  particularly 
in  the  chemicals  and  steel 
sectors,  face  more  profound 
challenges  in  the  shape  of 
low  world  prices. 

Herman  han^n  are  vtewed 
as  still  at  risk  from  global 

financial  uncertainty  and,  in 
tiie  case  of  Bayerische  Hypo- 
Verednsbank,  from  the  fell- 
out  from  bad  mortgage  busi- 
ness in  eastern  Germany. 

Utility  stocks  have  suf- 
fered from  government  plans 
- albeit  watered  down  since 
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September  - to  end  use  of 
nuclear  power  in  Germany. 

Analysts  say  the  Dai’s 
prospects  would  darken  if 
metal  industry  employers 
concede  a big  wage  increase 
to  the  3.4m  workers  repre- 
sented by  the  IG  Metall  trade 
union,  whose  annnai  con- 
tracts set  the  benchmark  tor 
German  industry.  Employers  \ 
are  offering  25  percent,  pfos  -- 
an  extra  0.5  per  . cent  for 
those  companies  that  can' 
afford  it,  but  IG  Metall  is  " 
holding  out  for  65  per  cent 

Gerhard  Cfrebe,  an  analyst 
at  the  investment  house 
JnHng  Bfir,  calculates  ft»t  a 
3.5  per  cent  settlement 
WOUld  mean  the  warning*  gf 
Dax  companies  would  rise  , 
by  only  12  per  cent  this  year 
instead  of  15  per  cent 

One  positive  factor  for  the  ■ 
Dax  is.  the  steady  flow  Of 
money  into  investments 
funds,  which  helped:  bring  - 
the  index  off  its  tow  of  3#tt  ~ 
last  October.  New  indtriduri 
retirement  funds  should  pro- 
vide support  for  the  market,  ~ 
according  to  Matfhian«  JSrss, 
an  analyst  at  BHF-Bank. 

But  Volker  also  of 
BHF-Bank,  says;  “The  Dax  ia 
walking  a tightrope  against 
the  background  of  the  pres- 
ent strong  dependence  of  i 
German  shares  on  the  devel- 
opment of  their  US, counter-  • \ 
parts.”  He  sees  the  Dartrad-  i 
ing  between  4650  and  5,500  J 
points  for  the  near  future.  mj 
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